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The following releases relate to self-regulatory 
organization rule proposals and/or adoptions 
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34-17206 


34-17214 
34-17215 


34-17216 
34-17217 
33-6235A Publication of a revised version of a 
Statistical profile of Form S-16 
issuers and offerings which was 
originally published as Appendix | to 
Release No. 33-6235. 

33-6247 Proposed rule that would provide an 
exemption from registration of 
interests and participations in 
certain H.R. 10 plans. [S7-857; 
Comment Period Expires December 
15, 1980.] 

34-17208 Proposed amendments to the net 
capital rule which would affect those 
portions of the rule applicable when 
brokers and dealers have elected the 
alternative net capital requirements. 
[S7-855; Comment Period Expires 
January 15, 1981.] 

34-17209 Proposed amendments to the 
uniform net capital rule which would 
increase the percentage deductions 
from the market value of certain 
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debt securities in the proprietary or 
other accounts of the broker or 
dealer. [S7-856; Comment Period 
Expires January 15, 1981.] 
34-17213 Extension of comment period on 
proposed amendments to Form 
X-17A-5, the Financial and 
Operational Combined Uniform 
Single (“FOCUS”) Report. [S7-851; 
Comment Period Expires October 
31, 1980.] 
IC-11391 Proposed rule which would deem 
investment management services 
which provide their clients with 
individualized treatment not to be 
investment companies. [S7-854; 
Comment Period Expires January 9, 
1981.] 














SECURITIES ACT OF 1933 





SECURITIES ACT OF 1933 
Release No. 6235A/October 15, 1980 


INVESTMENT COMPANY ACT OF 1940 
Release No. 11327A/October 15, 1980 


PROPOSED COMPREHENSIVE REVISION TO SYS- 
TEM FOR REGISTRATION OF SECURITIES OFFER- 
INGS; CORRECTION 


ACTION: Proposed rulemaking; correction. 


SUMMARY: The Commission is publishing a revised 


version of a statistical profile of Form S-16 issuers 
and offerings which was originally published as 


Appendix | to Release No. 33-6235 (September 2, 
1980) [45 FR 63693] (September 25, 1980). 
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DATE: Comments on Release No. 33-6235 must be 
received on or before January 15, 1981. 


ADDRESS: Comments should be submitted in 
triplicate to George A. Fitzsimmons, Secretary, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Comment 
letters should refer to File No. S7-849. All comments 
received will be available for public inspection and 
copying in the Commission’s Public Reference 
Room, 1100 L Street, N.W., Washington, D.C. 20549. 


FOR FURTHER INFORMATION CONTACT: Hugh 
Haworth (202) 523-5629, Directorate of Economic 
and Policy Analysis, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. 


SUPPLEMENTARY INFORMATION: In Release No. 
33-6235 (September 2, 1980) the Commission 
proposed three new forms (Forms A, B and C) to be 
used to register offerings of securities under the 
Securities Act of 1933 [15 U.S.C. 77a et seq.]. In 
order to assist commentators in assessing the 
eligibility criteria for proposed Form A, the release 
had attached Appendix | which presented a 


statistical profile of the use of Form S-16 (17 CFR 
239.27) for primary offerings from May 1978 to June 


1980. Subsequent to publication of the release, the 
Commission discovered that certain errors had 
occurred in the compilation of data. The errors have 
been corrected and revised Appendix | is published 
herewith. The Commission regrets any 
inconvenience this may have caused the public. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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APPENDIX | 
PART 1 


PROFILE OF FORM S-16 OFFERINGS AND ISSUERS 
MAY 1978 - JUNE 1980 


Prepared by the Directorate of Economic and Policy Analysis 


T.1 — TYPE OF SECURITY 





Feb. 1979 — Sept. 1979 Oct. 1979 — June 1980 
Number Percent Number Percent Number Percent 
of Offerings of Offerings of Offerings of Offerings of Offerings of Offerings 
Debt 24 40.7% 57 47.5% 139 55.8% 
Stock 33 55.9 48 40.0 98 39.4 
Other 2 ae 18 125 ee 4.8 


TOTALS 59 100.0% 100.0% 249 100.0% 











T.2 — INDUSTRY OF ISSUER 
Extractive 





Manufacturing 
Transportation 
Communication 
Utilities 
Finance 
Miscellaneous 
TOTAL 


T.3 — TIME IN REGISTRATION 

0-1 Week 5 8.6% 23 19.3% 
1-2 Weeks 5 25.8 41 34.5 
2-3 Weeks : 20.7 24 20.1 
3-4 Weeks 19.0 20 16.8 
4-6 Weeks 3.8 5 4.2 
6-8 Weeks 5.2 4 3.4 
8+ Weeks 6:9 pee jodes FY 
TOTAL f 100.0% 119 100.0% 





T.4 — AMOUNT OF OFFERING 





($000’s, except for number of offerings) 


May 78 — Jan. 79 Feb. 79 — Sept. 79 Oct. 79 — June 80 











Debt Issues 
No. of Offerings 24 57 139 
Median 100,000 100,000 75,000 
Mean 115,493 124,255 99,802 
Minimum 24,610 8,505 2,500 
Maximum 500,000 498,125 600,000 
Standard Deviation 92,587 97,775 81,929 





NOTE: (1) The total number of offerings varies from table to table due to the occasional incidence of missing data which caused some of 
the offerings to be excluded from certain tables. Offerings are grouped into time periods based upon filing date. Tabulations exciude ex- 
tended offerings (i.e., employee savings and thrift plans, stock purchase plans, dividend reinvestment plans and American depository re- 
ceipts), rights and warrants offerings, identified wholly owned subsidiaries, and secondary offerings. The number of offerings and the num- 
ber of issuers do not coincide because issuers who made more than one offering during the period are accounted for as single issuers. 


(2) In many cases, the time in registration depends upon the registrant’s own time schedule. 
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May 78 — Jan. 79 Feb. 79 — Sept. 79 Oct. 79 — June 80 








4& 98 
25,126 35,635 
42,881 49,773 

126 975 
328,000 334,028 
58,174 55,782 


15 12 
100,000 65,000 
128,179 181,538 

35,000 4,380 
250,000 732,087 
61,915 264,504 


except for number of offerings) 


Feb. 79 — Sept. 79 





97 


co—- 
is 


No 

No 

— OF ™ 
o-=—0o Ww 


44,488 
4,315 


($000,000’s, except number of offerings) 


8 — Jan. 79 Feb. 79 — Sept. 79 Oct. 79 — June 80 








175 
78 


2ADING VOLUME OF ISSUERS’ COMMON STOCK 





(000’s, except number of offerings) 


47 92 
5,183 5,128 
8,323 





OP Tr Fare 
rior to offering. 


salut aabe hike Mama aes mt 
i year prior to offerings. 
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T.7 Continued 


Minimum 
Maximum 
Standard Deviation 


May 78 — Jan. 79 





31 
39,292 
8,775 


T.8-SHAREHOLDERS OF ISSUERS’ COMMON STOCK? 





No. of Issuers 
Median 

Mean 

Minimum 
Maximum 
Standard Deviation 


48 
29,801 
41,709 

2,630 
251,516 
50,677 


Feb. 79 — Sept. 79 





3 
35,830 
7,528 


96 
27,209 
54,021 

1,025 
580,572 
84,640 


Oct. 79 — June 80 





3 
47,610 
8,029 


168 
27,004 
66,613 

826 

2,939,090 
230,857 





3 Excludes companies not listed by Moody’s Investors Services, Inc. 


Source: Moody’s Investors Service, Inc. (Various manuals) and Registered Offerings Statistical File, Directorate of 
Economic and Policy Analysis Securities and Exchange Commission 


APPENDIX | 
PART 2 


PROFILE OF TWENTY-FIVE LARGEST AND TWENTY-FIVE SMALLEST FORM S-16 ISSUERS RANKED ON THE 
BASIS OF ANNUAL REVENUE 


MAY 1978 - JUNE 1980 





T.1 — TYPE OF SECURITY 


Debt 
Stock 
Other 
TOTAL 


T.2 — INDUSTRY OF ISSUER 





Extractive 
Manufacturing 
Transportation 
Communication 
Utilities 
Finance 
Miscellaneous 
TOTAL 


May 1978 - Jan. 1979 
Twenty-Five Twenty-Five 
Largest Smallest 





Feb. 1979 - Sept. 1979 


Oct. 1979 - June 1980 





Twenty-Five 
Largest Smallest 


Twenty-Five 


Twenty-Five Twenty-Five 
Largest Smallest 





14 5 
10 19 
1 1 


25 25 


oof FN 


N 

ia iene 
| — 

wn 


N 
oO 


21 7 
2 17 
~alte = | 


25 25 


= 
ep —&®nNO- OO — 


N 
ol 


20 3 
19 
a: 
25 


3 
oo 3 
25 


0 
14 


eer 


N 
o1 





NOTE: (1) Offerings are grouped into time periods based upon filing date. Tabulations exclude identified wholly owned subsidiaries and 
issuers of extended offerings (i.e., employee savings and thrift plans, stock option plans, stock purchase plans, dividend reinvestment plans 
and American depository receipts), rights and warrants offerings, and secondary offerings. 


{2) In many cases, the time in registration depends upon the registrant’s own time schedule. 
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T.3 — TIME IN REGISTRATION 





May 1978 — Jan. 1979 Feb. 1979 — Sept. 1979 Oct. 1979 — June 1980 











Twenty-Five Twenty-Five Twenty-Five Twenty-Five Twenty-Five Twenty-Five 


Largest Smallest Largest Smallest Largest Smallest 








0-1 Week 
1-2 Weeks 


2-3 Weeks 


1 


3-4 Weeks 
4-6 Weeks 
6-8 Weeks 
8+ Weeks 
TOTAL 


NO 
oe rr 
op wth ouw 


NO 
o1 


T.4 — AMOUNT OF OFFERING ($000’s) 
May 78 — Jan. 79 Feb. 79 — Sept. 79 Oct. 79 — June 80 
Twenty-Five. Twenty-Five Twenty-Five Twenty-Five Twenty-Five Twenty-Five 
Largest Smallest Largest Smallest Largest Smallest 
99,500 21,249 ~~ 150,000 25,000 150,000 17,100 
106,270 24,279 161,465 36,801 197,800 28,686 

















T.5 — ANNUAL REVENUES OF ISSUERS! ($000,000’s) 
Median 1,505 246 3,526 6,601 
Mean 2,274 271 5,445 9,140 





Teo 
t 


6 — ANNUAL EARNINGS OF ISSUERS! ($000,000’s) 
Median 108 32 218 
Mean 140 33 421 





T.7 — ANNUAL TRADING VOLUME OF ISSUERS’ COMMON STOCK (000’s) 
Median 7,220 3,031 13,982 1,181 
Mean 11,154 5,764 14,040 2,037 





T.8 — SHAREHOLDERS OF ISSUERS’ COMMON STOCK 
Median 32,286 19,000 62,743 17,448 
Mean 56,968 26,300 167,011 22,219 





| For the most recent fiscal year prior to offering. 


SOURCE: Moody’s Investors Services, Inc. (various manuals) and Registered Offerings Statistical File, Directorate of 
Economic and Policy Analysis, Securities and Exchange Commission 
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SECURITIES ACT OF 1933 
Release No. 6246/Gctober 9, 1980 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 17207/October 9, 1980 


INVESTMENT COMPANY ACT OF 1940 
Release No. 11392/October 9, 1980 


INVESTMENT ADVISERS ACT OF 1940 
Release No. 731/October 9, 1980 


PUBLICATION OF COMMISSION CAPITAL MARKET 
WORKING PAPERS 


ACTION: Announcement of the publication of a 
series of capital market working papers. 


SUMMARY: The Securities and Exchange 
Commission has announced that it has authorized 
the publication of a series of working papers which 
will discuss economic aspects of various facets of 
the capital markets and securities regulation. In 
general, these working papers will be prepared by 
the staff of the Commission’s Directorate of 
Economic and Policy Analysis, although the series 
may also include papers prepared by scholars 
outside of the Directorate. The papers will be 
distributed to those with an interest in the field and, 
upon request, to member of the general public. They 
are intended to be topical and to stimulate public 
discussion which can assist the Commission in the 
performance of its responsibilities under the 
securities laws. The views and conclusions 
presented will not, however, necessarily be those of 
the Commission. 


FOR FURTHER INFORMATION CONTACT: Jeffry L. 
Davis, Assistant Director, Directorate of Economic 


and Policy Analysis (tele. 202/272-2850), 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. 


SUPPLEMENTARY INFORMATION: The Securities 
and Exchange Commission today announced that it 
has authorized its staff to commence the publication 
of a series of working papers concerning the 
operation of the capital markets, the capital 
formation process, and the economic implications 
of aspects of Commission regulation. The 
Commission has traditionally viewed economic and 
empirical analysis as a valuable tool and recognizes 
the importance of a full understanding of the 
economics of the marketplace to the formulation of 
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regulatory policy. Similarly, the Commission is 
sensitive to the impact of regulatory decisions on 
those markets.! The Securities Acts Amendments of 
1975 gave the Commission new responsibilities in 
this area,? and, during the past five years, the 
Commission has therefore made special efforts to 
ensure that it has access to informed empirical 
information relevant to its responsibilities. 


The new working paper series is a part of this 
process. While these papers will not necessarily 
relate to particular Commission rules or rule 
proposals, each will serve to highlight general issues 
of importance to those with an interest in the health, 
vitality, and future structure of the capital markets 
and market participants. 


The Commission believes that papers of this nature 
will serve to stimulate dialogue, research, and 
understanding which will directly benefit 
Commission decisionmaking. More broadly, the 
Commission also intends these papers to focus 
attention on capital formation and other issues of 
importance to our society as a whole. 


The Commission’s Directorate of Economic and 
Policy Analysis will select the topics and the 
Directorate staff will prepare the papers published in 
this series. In some cases, however, the Commission 
will publish papers prepared by academics or others 
with an interest in the field who are not affiliated with 
the Directorate.2 Whether or not prepared by the 
staff, the papers in the series will not be approved 
formally on an individual basis by the Commission, 
and, therefore, will not necessarily represent the 
views of the Commission. Publication of a particular 
paper reflects only the fact that the staff of the 
Directorate of Economic and Policy Analysis has 
made a judgment that the matters discussed are 
significant to those with an interest in the capital 
markets and that the Commission would benefit 





\See generally Securities Act Release No. 6219 
(June 30, 1980), 20 SEC Docket 547, 552-53, 45 FR 
45554; SEC, Staff Report on the Securities Industry 
in 1978 (July 1979). 


2See, e.g., Sections 6(e)(3), 23(a)(2), and 
23(b)(1)(H) of the Securities Exchange Act of 1934, 
15 U.S.C. 78(e)(3), 78w(a)(2), and 78w(b)(4)(H). 


3Persons with suggestions concerning particular 


papers or topics which might be included in this 
series should correspond with the Directorate. 
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from the publication of those views and from the 
resulting opportunity to receive the response and 
comments of others. 


The publication of each paper in this series will be 
announced in the Commission’s News Digest. 
Papers will be distributed routinely to a limited list of 
scholars and economists active in the fields with 
which the series deals. In addition, any person 
interested in receiving a copy of a particular paper 
may do so, at no cost, by contacting the 
Commission’s Publication Unit, Room B-28, 500 
North Capitol Street, Washington, D.C. 20549. While 
each requestor will be limited to a single copy, there 
are, of course, no restrictions on private 
reproduction of these papers. 


The Commission invites and encourages comments 
from economists, academics, issuers, participants 
in the securities industry, investors, and other 
interested members of the public on the issuers 
raised in any of these papers. Unless indicated 
otherwise in a particular paper, all comments should 
be addressed to the Secretary, Securities and 
Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549. In addition, comments on 
any aspects of this release (e.g., the general goals of 
the Working Paper series) which do not relate to a 
particular paper should also be addressed to the 
Secretary. All such correspondence will be available 
for public inspection at the Commission’s Public 
Reference Room, 1100 L Street, N.W., Washington, 
A.. 


Simultaneous with the publication of this release, 
the Commission is issuing the first working paper in 
this series. Working Paper No. 1 is Entitled 
“Acquisition of Technology-Based Firms by Tender 
Offer: An Economic and Financial Analysis” was 
prepared by the staff of the Commission's 
Directorate of Economic and Policy Analysis. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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SECURITIES ACT OF 1933 
Release No. 6247/October 14, 1980 


EXEMPTION FROM REGISTRATION OF INTERESTS 
AND PARTICIPATIONS IN CERTAIN H.R. 10 PLANS 


ACTION: Proposed rule. 


SUMMARY: The Commission proposes to adopt a 
rule that would provide an exemption from the 
registration requirements of the Securities Act of 
1933 for interests and participations issued in 
connection with the tax-qualified retirement plans 
commonly called “H.R. 10” plans of certain 
partnerships that meet the criteria set forth in the 
proposed rule. Because H.R. 10 plans are not 
entitled to the exemption from registration available 
to the tax-qualified retirement plans of certain 
employers, many such plans have applied for and 
received exemptions from such _ registration 
requirements. The proposed rule, if adopted, would 
obviate the need for such applications for H.R. plans 
that meet the criteria set forth in the rule. 


DATES: Comments should be submitted on or before 
December 15, 1980. 


ADDRESSES: Persons wishing to submit written 
comments should file 10 copies thereof with George 
A. Fitzsimmons, Secretary, Securities and Exchange 
Commission, Room 892, 500 North Capitol Street, 
Washington, D.C., 20549. All submissions should 
refer to File No. S7-857 and will be available for 
public inspection at the Commission’s Public 
Reference Room, Room 6101, 1100 L Street, N.W., 
Washington, D.C. 


FOR FURTHER INFORMATION CONTACT: Mary A. 
Cole, (202) 272-2057, Office of Compliance and 


Insurance Products, Division of Investment 
Management, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. 


SUPPLEMENTARY INFORMATION: The Securities 
and Exchange Commission is publishing for 
comment Proposed Rule 180 (17 CFR 230.180) 
under the Securities Act of 1933 (the “Act”) [15 
U.S.C. 77a-77aa]. Proposed Rule 180, if adopted, 
would provide an exemption from the registration 
requirements of Section 5 of the Act [15 U.S.C. 77e] 
for interests and participations issued in connection 


with the H.R. 10 plans of partnerships that meet 
certain criteria. 
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BACKGROUND 


Section 3(a)(2) of the Act £15 U.S.C. 77c(a)(2)] 
provides an exemption from the registration 
requirements of the Act for interests and 
participations issued in connection with certain 
employee benefit plans qualified under Section 401 
of the Internal Revenue Code (the “Code’”’). However, 
the exemption does not apply to plans that cover 
self-employed persons as defined in Section 
401(c)(1) of the Code. Plans covering such self- 
employed persons are generally referred to as 
“Keogh” or “H.R. 10” plans. Plans of partnerships are 
generally H.R. 10 plans since partners are self- 
employed persons within the meaning of Section 
401(c)(1). Section 3(a)(2) of the Act provides, 
however, that the Commission may exempt from the 
provisions of Section 5 of the Act, by rule, regulation 
or order, any interest or participation issued in 
connection with a pension or profit-sharing plan that 
covers such self-employed persons, if and to the 
extent that the Commission determines this to be 
necessary or appropriate in the public interest and 
consistent with the protection of investors and the 
purposes fairly intended by the policy and provisions 
of the Act. The Commission itself has exercised its 
exemptive authority with respect to such plans five 
times, granting orders of exemption to three law 
firms, an accounting firm, and an investment 
panking firm, each of which is organized as a 
partnership. Under a grant of delegated authority, 
the Commission’s Division of Investment 
Management (the “Division’”) has issued to 
approximately 70 large partnerships, mostly law 
firms, orders of exemption from Section 5 of the Act 
for interests or participations in their pension or 
profit-sharing plans. If the proposed rule is adopted, 
the need for such applications should be greatly 
reduced. 


SUMMARY OF THE PROPOSED RULE 


The proposed rule is divided into two parts. Part (a) 
deals with the participation interests of pians in the 
collective investment vehicles in which such plans 
invest their assets, and part (b) deals with the 


participation interests of employees in their 
respective plan.’ 


Paragraph (a) of Proposed Rule 180 would exempt 
interests or participations in certain investment 
media sold to H.R. 10 plans where: (1) the plan 
covers employees of a single employer or is a single 
plan covering employees of interrelated 
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partnerships; and (2) either (i) the employer is a 
financially sophisticated law firm, accounting firm or 
investment banking firm, or (ii) the employer has 
secured independent expert advice in connection 
with its plan.2 The investment media covered by 
paragraph (a) are:(1) any single trust; (2) a collective 
trust fund maintained by a bank; and (3) a separate 
account maintained by an insurance company.? 


Paragraph (b) or Proposed Rule 180 would exempt 
any interest or participation in an H.R. 10 plan ifthe 
assets of such plan are invested in a single trust, a 
collective trust fund maintained by a bank, separate 
account maintained by an insurance company, or in 
an annuity contract funded through the general 
account of an insurance company. The H.R. 10 plan 
would be entitled to the exemption provided for in 
paragraph (b) only if interests or participations inthe 
funding media in which the plan invests are exempt 
from the registration requirements of the Act 
pursuant to paragraph (a) of Proposed Rule 180 or 
any other rule, regulation or provision of the Act or if 
such interests or participations are registered under 
the Act. 


DISCUSSION OF PROPOSED RULE 180 
Two Interests Exempted 


The proposed rule recognizes that two securities are 
created when a plan invests in a trust or separate 
account. These are the interest of the beneficiary in 
the plan and the interest of the plan in the trust or 
separate account in which plan assets are invested. 





1A bill recently passed by Congress [H.R. 7554, 96th 
Cong. 2d Sess., §701, 126 Cong. Rec. 10207, 
October 1, 1980] would amend Section 3(a)(2) of 
the Act in several respects. If the bill is enacted into 
law, the Commission will amend Proposed Rule 180 
to reflect the changes in Section 3(a)(2). 


The Commission understands that, since most, if 
not all, H.R.10 plans are covered by the Employee 
Retirement Income Security Act of 1974 (“ERISA”), 
the reporting and disclosure requirements and 
fiduciary standards thereof will provide a partial 
substitute for the protections registration under the 
Act would provide. 


3H.R. 7554 referred to in Footnote 1 would amend 
Section 3(a)(2) of the Act to make the exemption 
available to insurance company general account 
contracts. 
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Over the past four years, the Commission and, 
pursuant to delegated authority, the Division have 
granted exemptive relief under Section 3(a)(2) to 
such plans for interests in the plans. Typically, 
applications for orders under Section 3(a)(2) are 
filed on behalf of the plans themselves and not on 
behalf of the underlying funding media. 


In order to resolve any uncertainty regarding the 
status of either interests or participations in plans or 
interests of plans in funding media, the proposed 
rule exempts both from the Section 5 registration 
requirements. The Commission believes that the 
language of the statute is broad enough to authorize 
it to adopt a rule recognizing that two securities are 
created, and providing means for exempting both.* 


Funding Media 


Section 3(a)(2) of the Act exempts “any interest or 
participation in a single or collective trust fund 
maintained by a bank.” The language makes it 
unclear whether a single trust must be maintained 
by a bank in order for the exemption to be available. 
However, the legislative history makes clear that 
Congress intended, in drafting this section, to 
conform it in all material respects to Section 
3(c)(11) of the Investment Company Act of 1940[15 
U.S.C. 80a-3(c)(11)]. Since that provision clearly 
exempts single trusts whether or not maintained by a 
bank, the Commission has intrepreted Section 
3(a)(2) as not requiring that a single trust be 
maintained by a bank. The Commission believes it 
desirable that Proposed Rule 180 leave no doubt on 
the issue; therefore, the proposed rule applies to 
“(a)ny interest or participation inasingletrustorina 
collective trust fund maintained by a bank... .”° 


Single Plan 


The legislative history of Section 3(a)(2) of the Act 
indicates that, in excluding interests in H.R. 10 plans 
from the exemption from registration provided by 
that provision, Congress was primarily concerned 
with interests in collective investment vehicles for 
the assets of H.R. 10 plans of more than one 
employer. The concern was that sponsoring 
financial institutions would mass market their 
products to numerous unrelated self-employed 
persons for whom such prototype plans might not be 
suitable. Recognizing this concern, the Commission 
has included in the proposed rule a condition that 
the plan cover employees of a single employer. 
However, the proposed rule treats the plans of 
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interrelated partnerships as plans of single 
employers. The Commission has granted exemptive 
orders under Section 3(a)(2) to several partnerships 
which encompass individual offices in various cities 
because they do not appear to present the risks with 
which Congress was concerned. 


Financial Sophistication 


Subsection (a)(2) of the proposed rule sets as a 
condition for exemption either that the employer be 
a “law firm, accounting firm or investment banking 
firm that is engaged in furnishing services of a type 
that involves such knowledge and experience in 
financial and business matters that the employer is 
able to represent adequately its interests and those 
of its employees,” or that the employer obtain “the 
advice of an expert that (A) is not affiliated directly or 
indirectiy with the employer and (B) is, by virtue of its 
knowledge and experience in financial and business 
matters, able to represent adequately the interests 
of the employer and its employees.” 


Congress gave a statutory exemption from Securities 
Act registration with respect to certain type of 
qualified plans, but left it to the Commission to 
determine whether, and to what extent, to exempt 
H.R. 10 plans. The legislative history indicates that 
H.R. 10 plans were not exempted automatically 





‘Specifically, the applicable language of Section 
3(a)(2) reads: 


“The Commission, by rules, regulations or order, 
shall exempt from the provisions of Section 5 of this 
title any interest or participation issued in 
connection with a pension, profit-sharing, or annuity 
Blah. 2 


In this connection, see Securities Act Release No. 
6188 (February 1, 1980) published in the Federal 
Register at 45 FR 8960 (Feb. 11, 1980), in which the 
Commission’s Division of Corporation Finance 
expressed the view that two securities are issued in 
connection with H.R. 10 plans. 


°H.R. 7554 referred to in Footnote 1 would amend 
Section 3(a)(2) of the Act to make clear that the 
exemption is available to single trust funds whether 
or not maintained by a bank. 


6S. Rep. No. 194, 91st Cong., 2d Sess. 27-28 (1970); 
H.R. Rep. No. 1382, 91st Cong., 2d Sess. 44 (1970). 
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“because of their fairly complex nature as an equity 
investment and because of the likelihood that they 
could be sold to self-employed persons, 
unsophisticated in the securities field.’’’ 
Accordingly, in processing applications with 
respect to H.R. 10 plans, the Commission and the 
Division have sought assurance that applicants were 
sufficiently sophisticated to be able to protect 
adequately their interests and those of their 
employees or that they received the advice of 
experts who were financially sophisticated. In 
practice, the bulk of the applications filed for 
exemptive orders have involved law firms, 
accounting firms, and investment banking firms 
where the plans cover principals of the partnerships 
who are professionals offering legal or financial 
services which necessarily involve financially 
sophisticated and complex matters and which 
plans, therefore, do not appear to present the risks 
with which Congress was concerned. In addition, an 
exemptive order has been granted to another type of 
partnership that secured the advice of an 
independent expert.® 


The proposed rule is intended to codify the 
Commission’s administrative experience and, 
therefore, is drafted to cover those types of entities 
with respect to which exemptions have been 
granted: law firms, accounting firms, investment 
banking. firms, and other firms which rely on 
independent experts. The substantive requirement 
of knowledge and experience in financial and 
business matters sufficient to enable adequate 
representation of the interests of plan participants 
addresses the concerns of Congress as indicated in 
the legislative history. That standard is similar to that 
which Rule 146 under the Act [17 CFR 230.146] 
establishes with respect to offerees and offeree 
representatives. 


TEXT OF PROPOSED RULE 180 
Part 230 of Chapter I! of Title 17 of the Code of 


Federal Regulations is proposed to be amended by 
adding §230.180 to read as follows: 


PART 230—GENERAL RULES AND REGULATIONS, 
SECURITIES ACT OF 1933 


§230.180 Exemption from registration of interests 
and participations in certain H.R. 10 plans. 


(a) Any interest or participation in a single trust or in 
a collective trust fund maintained by a bank orina 
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separate account maintained by an insurance 
company, issued in connection with a pension or 
profit-sharing plan that meets the requirements for 
qualification under Section 401 of the Internal 
Revenue Code of 1954 or an annuity plan that meets 
the requirements for the deduction of the employer’s 
contribution under section 404(1)(2) of such Code, 
which plan covers employees, some or all of whom 
are employees within the meaning of section 401(c) 
of such Code, shall be exempt from the provisions of 
section 5 of the Act if each of the following terms and 
conditions is met: 


(1) The plan covers employees of a single employer 
or the plan is a single plan covering employees of 
interrelated partnerships; 


(2) (i) The employer is a law firm, accounting firm or 
investment banking firm that is engaged in 
furnishing services of a type that involves such 
knowledge and experience in financial and business 
matters that the employer is able to represent 
adequately its interests and those of its employees; 
or (ii) in connection with the plan, the employer has 
obtained the advice of an expert that (A) is not 
affiliated directly or indirectly with the employer and 
(B) is, by virtue of its knowledge and experience in 
financial and business matters, able to represent 
adequately the interests of the employer and its 
employees. 


(b) Any interest or participation in a pension or 
profit-sharing plan which meets the requirements for 
qualification under section 401 of the Internal 
Revenue Code of 1954 which covers employees, 
some or all of whom are employees within the 
meaning of section 401(c)(1) of such Code, shall be 
exempt from the provisions of section 5 of the Act if 
all the assets of the plan are held ina single trust, ina 
collective trust fund maintained by a bank, in a 
separate account maintained by an insurance 
company or by a life insurance company under an 
annuity contract issued to the plan or its trustee, 
Provided That the interests or participations held by 
the plan in each of the said issuers are either 





7§. Rep. No. 194, 91st Cong., 2d Sess. 27-28 (1970); 
H.R. Rep. No. 1382, 91st Cong., 2d Sess. 44 (1970). 


8Monroe Clinic Employees’ Retirement Plan, 
Securities Act Release No. 6174 (January 9, 1980) 
published in the SEC Docket, Vol. 19, No. 3 (January 
22, 1980) p. 142. 
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registered under section 5 of the Act or exempt from 
the provisions of said section 5 under paragraph (a) 
of this section or by statute or other rule or 
regulation. 


STATUTORY BASIS: Rule 180 is proposed pursuant 
to the provision of section 3(a)(2) [15 U.S.C. 
77c(a)(2)] of the Act. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 16980A/October 16, 1980 


Admin. Proc. File No. 3-5877 
ln the Matter of 


VERRILLI, ALTSCHULER, SCHWARTZ, 
(8-20356) 

M. RICHARD VERRILLI 

STANLEY S. ALTSCHULER 

STEPHEN SCHWARTZ 

CLIFTON J. BATSON 


INC. 


CORRECTED FINDINGS AND ORDER IMPOSING 
REMEDIAL SANCTIONS 


in these administrative proceedings ordered 
pursuant to Section 15(b) and 19(h) of the Securities 
Exchange Act of 1934 (“Exchange Act”),! 


respondents Verrilli, Alschuler, Schwartz, Inc. 
(“Registrant”), M. Richard Verrilli”), Stanley S. 
Altschuler (“Altschuler”), Stephen Schwartz 
(“Schwartz”) and Clifton J. Batson (“Batson”) have 
submitted Offers of Settlement which the 
Commission has determined to accept. Solely for the 
purpose of these proceedings and without admitting 
or denying the allegations contained in the Order for 
Public Proceedings, Registrant, Verrilli, Altschuler, 
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Schwartz and Batson have consented to the findings 
of willfull violations and sanctions set forth below. 


On the basis of the Order for Public Proceedings and 
the Offers of Settelement, it is found that:? 


A. Registrant willfully violated and willfully aided and 
abetted violations of Sections 5(a) and 5(c) of the 
Securities Act of 1933 (“Securities Act”), and Section 
15(a) of the Exchange Act and failed reasonably to 
supervise persons who were subject to its 
supervision with a view to preventing such violations 
pursuant to Section 15(b)(4)(E) of the Exchange Act; 


B. Verrilli willfully violated and willfully aided and 
abetted violations of Sections 5(a) and 5(c) of the 
Securities Act and willfully aided and abetted 
violations of Section 15(a) of the Exchange Act; 


C. Altschuler willfully violated and willfully aided and 
abetted violations of Sections 5(a) and 5(c) of the 
Securities Act and willfully aided and abetted 
violations of Section 15(a) of the Exchange Act; 


D. Schwartz willfully violated and willfully aided and 
abetted violations of Sections 5(a) and 5(c) of the 
Securities Act and willfully aided and abetted 
violations of Section 15(a) of the Exchange Act; and 


E. Batson willfully violated and willfully aided and 
abetted violations of Sections 5(a) and 5(c) of the 
Securities Act; 


in connection with the offer and sale of the securities 
of ATVA Enterprises, Inc., as alleged in the Order for 
Public Proceedings. 


In view of the foregoing, it is in the public interest to 
impose the sanctions specified in the Offers of 
Settlement submitted by Registrant, Verrilli, 
Altschuler, Schwartz and Batson, respectively. 





1!n the Matter of Verrilli, Altschler, Schwartz, Inc., et 
al., Admininstrative Proceeding File No. 3-5877 
(February 13, 1980). 


The findings contained in this Order shall not be 
binding upon other respondents in this proceeding. 
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Accordingly, IT IS ORDERED that effective as of the 
date of the issuance of this Order: 


A. Registrant is suspended for a period of three 
months from offering to sell or selling any securities 
the sale of which was not previously registered 
pursuant to the Securities Act or which have not been 
previously resold in reliance upon the exemption 
provided in Section 4(1) of the Securities Act 
(“unregistered securities”), or acting as an offeree 
representative, investment adviser, broker or dealer 
in connection with the offer to sell or sale of such 
unregistered securities, provided that Registrant 
may engage in such activities in connection with any 
offering of unregistered securities pursuant to any 
applicable exemption under the Securities Act orthe 
rules and regulations promulgated thereunder, in 
which Registrant participated prior to the effective 
date of this Order. 


B. Verrilli is suspended for a period of three months 
from offering to sell or selling any securities the sale 
of which was not previously registered pursuant to 
the Securities Act or which have not been previously 
resold in reliance upon the exemption provided in 
Section 4(1) of the Securities Act (“unregistered 
securities”), or acting as an offeree representative, 
investment adviser, broker or dealer in connection 
with the offer to sell or sale of such unregistered 
securities, provided that Verrilli may engage in such 
activities in connection with any offering of 
unregistered securities pursuant to any applicable 
exemption under the Securities Act or the rules and 
regulations promuigated thereunder, in which 
Verrilli participated prior to the effective date of this 
Order; 


C. Altschuler is suspended for a period of three 
months from offering to sell or selling any securities 
the sale of which was not previously registered 
pursuant to the Securities Act or which have not 
been previously resold in reliance upon the 
exemption provided in Section 4(1) of the Securities 
Act (“unregistered securities”), or acting as an 
offeree representative, investment adviser, broker or 
dealer in connection with the offer to sell or sale of 
such unregistered securities, provided that 
Altschuler may engage in such activities in 
connection with any offering of unregistered 
securities pursuant to any applicable exemption 
under the Securities Act or the rules and regulations 
promulgated thereunder, in which Altschuler 
participated prior to the effective date of this Order; 
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D. Schwartz is suspended for a period of three 
months from offering to sell or selling any securities 
the sale of which was not previously registered 
pursuant to the Securities Act or which have not 
been previously resold in reliance upon the 
exemption provided in Secion 4(1) of the Securities 
Act (“unregistered securities”), or acting as an 
offeree representative, investment adviser, broker or 
dealer in connection with the offer to sell or sale or 
such unregistered securities, provided that 
Schwartz may engage in such activities in 
connection with any offering of unregistered 
securities pursuant to any applicable exemption 
under the Securities Act or the rules and regulations 
promulgated thereunder, in which Schwartz 
participated prior to the effective date of this Order; 


E. Batson is suspended; 


1. for a period of one year from association with any 
broker or dealer, investment adviser or municipal 
securities dealer in any proprietary, executive, 
managerial or supervisory capacity; and 


2. for a period of six months from offering to sell or 
selling any securities the sale of which was not 
previously registered pursuant to the Securities Act 
or which have not been previously resold in reliance 
upon the exemption provided in Section 4(1) of the 
Securities Act (“unregistered securities”), or acting 
as an offeree representative, investment adviser, 
broker or dealer in connection with the offer to sell or 
sale of such unregistered securities, unless the 
securities are offered in accordance with the terms 
and conditions of Regulation A promulgated under 
the Securities Act. 


IT IS FURTHER ORDERED that Registrant, Verrilli, 
Altschuler, Schwartz and Batson comply with the 
undertakings enumerated in their respective Offers 
of Settlement. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 17088A/Uctober 15, 1980 


in the Matter of 


CHICAGO BOARD OPTIONS EXCHANGE, INC. 
LaSalle at Jackson 
Chicago, Illinois 60604 


(SR-CBOE-80-21) 
AMENDMENT TO PROPOSED RULE CHANGE 


On August 25, 1980, Securities Exchange Act 
Release No. 17088 was issued to give notice of the 
filing of a proposed rule change by the Chicago 
Board Options Exchange,inc. (SR-CBOE-80-21) to 
amend its Rule 4.4 to increase to $100 the limit of 
any compensation or gratuity given by any member 
in any one year to an employee of the Exchange, or 
any other member, or non-member broker, dealer, 
bank or institution, without the prior consent of the 
employer and the Exchange. 


On October 6, 1980, the Exchange submitted an 
amendment to this filing revising the amount of 
annual gratuities or compensation to any employee 
of the Exchange to $50.00, while retaining the 
$100.00 amount for employees of members. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authoritv. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17206/October 9, 1980 


In the Matter of 

NEW YORK STOCK EXCHANGE, INC. 
55 Water Street 

New York, New York 10041 
(SR-NYSE-80-23) 


ORDER APPROVING PROPOSED RULE CHANGE 


On June 9, 1980, the New York Stock Exchange, Inc. 
filed with the Commission, pursuant to Section 
19(b)(1) of the Securities Exchange Act of 1934, 15 
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U.S.C. 78(s)(b)(1) (the “Act”) and Rule 19b-4 
thereunder, copies of a proposed rule change which 
would amend New York Stock Exchange Rule 325(e) 
to impose a minimum financial responsibility 
requirement on all members who execute orders on 
the floor of the Exchange and raise the amount of 
such financial requirement from $25,000 to 
$50,000. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change 
was given by publication of a Commission 
Release (Securities Exchange Act Release No. 34- 
17096, August 27, 1980) and by publication in the 
Federal Register (45 FR 58998, September 5, 1980). 
All written statements with respect to the proposed 
rule change which were filed with the Commission 
and all written communications relating to the 
proposed rule change between the Commission and 
any person were considered and (with the exception 
of those statements or communications which may 
be withheld from the public in accordance with the 
provisions of 5 U.S.C. §552) were made available to 
the public at the Commission’s Public Reference 
Room. 


The Commission finds that the proposed rule 
change is consistent with the requirements of the Act 
and the rules and regulations thereunder applicable 
to national securities exchanges and in particular, 
the requirements of Section 6 and the rules and 
regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that that the above-mentioned 
proposed rule change be, and it hereby is, approved. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17207/October 9, 1980 


SEE 


SECURITIES ACT OF 1933 
Release No. 6246/October 9, 1980 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 17208/October 9, 1980 


NET CAPITAL REQUIREMENTS FOR BROKERS AND 
DEALERS 


ACTION: Proposed rules and solicitation of 
comments on financial responsibility rules. 


SUMMARY: The Commission is proposing amend- 
ments to the net capital rule which would affect 
those portions of the rule applicable when brokers 
and dealers have elected the alternative net capital 
requirements. The proposed amendments would 
lower the ratio of required net capital to debit 
balances in customers’ margin accounts and lower 
the minimum net capital requirement for those 
firms electing the alternative. The Commission is 
also proposing certain changes regarding the entries 
in the Reserve Formula of the customer protection 
rule which will also affect the computation of 
required net capital under the alternative. Finally, 
the Commission is soliciting comments on a broad 
range of questions regarding the financial 
responsibility rules for brokers and dealers in its re- 
examination of the scope, adequacy and necessity of 
those rules. 


DATE: Comments to be received by January 15, 
1981. 


ADDRESSES: All comments should be submitted in 
triplicate and addressed to George A. Fitzsimmons, 
Secretary, Securities and Exchange Commission, 
500 North Capitol Street, Washington, D.C. 20549. 
All comments should refer to file No. S7-855 and will 
be available for public inspection at the 
Commission’s Public Reference Room, 1100 L 
Street, N.W., Washington, D.C. 


FOR FURTHER INFORMATION CONTACT: Gregory 
N. Smith, Division of Market Regulation (202) 272- 
2368, 500 N. Capitol Street, N.W., Washington, D.C. 
20549. For questions relating to the analysis and 
interpretation of the economic data herein, please 
contact Rosanne F. Greene, Directorate of Economic 
and Policy Analysis (202) 523-5495. 


SUPPLEMENTARY INFORMATION: During the 
1970’s, the Commission substantially reformed its 
broker-dealer financial responsibility standards in 
response to the collapse of large firms and sub- 
sequent losses to customers arising from the 
financial and operational weaknesses of the firms in 
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the late 1960's. In 1973, the Commission adopted 
Rule 15c3-3, which for the first time established 
procedures for the segregation of customers’ fully- 
paid and excess margin securities held by broker- 
dealers and prohibited use of customer funds on 
deposit with broker-dealers except in certain 
customer related areas.! 


The second major reform occurred with the adoption 
of the present uniform net capital rule (the “Rule”), 
17 CFR 240.15c3-1, in 1975 after a lengthy review by 
the Commission of the then-existing financial 
responsibility rules and extensive public comment. 
The Rule eliminated the exemption in the 
Commission’s prior net capital rule for all members 
of national securities exchanges and made virtually 
all registered brokers and dealers subject to the 
Commission’s capital requirements.2 The Rule 
continued the basic liquidity concept under which 
the securities industry had operated for many years. 
That concept requires a firm to have and maintain 
designated minimum amounts of liquid assets in 
relation to its aggregate indebtedness. In addition, 
the Commission introduced an alternative concept 
to measure the capital adequacy of brokers and 
dealers. The alternative concept linked the capital 
requirements of brokers and dealers to their 
customer related business as measured by the 
requirements of Rule 15c3-3. These reforms were 
significant steps in the Commission’s continuing 
efforts to structure its rules to provide adequate 





‘Rule 15c3-3 was adopted pursuant to Section 
15(c)(3) of the Securities Exchange Act of 1934 (the 
“Act”) which was amended by Section 7(d) of the 
Securities Investor Protection Act of 1970. The 
amendment required the Commission to adopt rules 
and regulations to provide “. . .safeguards with 
respect to the financial responsibility and related 
practices of brokers and dealers; including, but not 
limited to, the acceptance of custody and use of 
customers’ securities, and the carrying and use of 
customers’ deposits or credit balances. Such rules 
and regulations shaii require the maintenance or 
reserves with respect to customers’ deposits or 
credit balances, as determined by such rules and 
regulations.” 


2Section 15(c)(3) of the Act was further amended by 
the Securities Reform Act of 1975 to require the 
Commission, by September 1, 1975, to establish 
minimum financial responsibility requirements for 
all brokers and dealers. 
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protection for customers’ assets while recognizing 
the need of securities firms for flexibility in 
efficiently using their capital resources. 


When it adopted the present net capital rule, the 
Commission anticipated that it would revisit the 
financial responsibility rules at some time in the 
future. The Commission concludes that this review 
should be undertaken now because of changes in 
the structure of the industry and the nature and 
volume of the business of brokers and dealers. 


Brokers and dealers and the markets in which they 
deal are different from those in the early 1970's. The 
financial data set forth in Tables 1 and 2 for New York 
Stock Exchange (“NYSE”) member firms doing a 
public business? show that there has been a 
dramatic shift inthe business mix of firms measured 
in terms of their major revenue sources and in their 
balance sheet structures.’ In addition, many brokers 
and dealers now can clear significant portions of 
their business through a single clearing agency, 
regardless of the market where the transaction was 
executed. Participants in securities depositories can 
move securities throughout the country more 
efficiently and with less overall loss, to effect 
transfers and to make deliveries by book entry as a 
result of the expanded interfaces among 
depositories. This development has also had the 
effect of further immobilizing securities certificates. 


These factors raise the question whether the present 
net capital rule properly assesses the risks involved 
in the business and requires appropriate reserves. 
The amount of liquid reserves required to prevent 
losses to customer assets and at the same time 
maximize scarce capital available to the intricate 
securities system is a subject which can elicit 
different responsible opinions. The object of this 
release is to explore these issues and elicit comment 
from the public. Accordingly, there follows a brief 
description of the net capital rule and certain 
proposed changes. The release concludes with an 
invitation for public comment on a broad range of 
questions regarding the financial responsibility 
rules. 


The Commission intends that the proposals and 
issues raised in this release be considered in 
conjunction with the release proposing an amended 
schedule of haircuts on debt securities, also being 
issued today.° The haircut schedule, as proposed, 
may have a substantial effect on the net capital of 
firms. It should also be noted that the Commission’s 
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proposed amendments to the FOCUS report would 
provide new detailed data relative to firms’ 
activities.® 


|. Present Net Capital Requirements 


Historically, the principal regulatory tool relied upon 
to insure the financial integrity of broker-dealers was 
the required maintenance of a net capital base 
relative to a firm’s aggregate indebtedness in order 
to ensure sufficient liquid assets to cover a firm’s 
current indebtedness. The Commission’s basic net 
capital rule currently requires that a broker-dealer’s 
“aggregate indebtedness” never be more than 
1500% of his “net capital,” as those terms are 
defined in the Rule. Net capital essentially means 
the net worth of a broker-dealer reduced by 
prescribed percentages of the market value of 
securities owned by the broker or dealer (“haircuts”) 
and reduced by other assets not readily convertible 
into cash, but including certain subordinate debt, 
i.e., net liquid assets. Aggregate indebtedness 
includes all the money liabilities of a broker or 
dealer, except certain specifically described items. 
In essence, the Rule requires a broker or dealer to 
cover each dollar of his liabilities with not less than 
one dollar and six and two-thirds cents of liquid 
assets. 


The alternative method of calculating net capital 
requires a broker or dealer to maintain minimum net 
Capital equal to the greater of $100,000 or 4% of 
aggregate debit items in the Formula for Determina- 
tion of Reserve Requirements for Brokers and 
Dealers under Rule 15c3-3 (“Reserve Formula”), 17 





3Historical data for NYSE member firms doing a 
public business has been available on a consistent 
basis since 1972 while comparable data for other 
industry segments did not become available until 
1976 with the adoption of the FOCUS Report 


(Financial and Operational Combined Uniform 
Single Report). 


“For an analysis of the financial structure of the 
broker-dealer industry, see Securities and Exchange 
Commission, Staff Report on the Securities Industry 
in 1979, September 1980. 


5Securities Exchange Act Release No. 
(October 9, 1980). 


17209 


6Securities Exchange Act Release No. 
(September 19, 1980). 


17138 
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Table 1 
UNCONSOLIDATED ANNUAL REVENUES AND EXPENSES OF NYSE MEMBER FIRMS DOING A PUBLIC BUSINESS 
(Millions of Dollars) 


1972 1973 1974 1975 1976 1977 1978 1979 


Revenues 


Securities Commissions $3,224 $2,660 $2,271 $2,925 $3,164 $2,809 $3,779 $4,012 
Realized and Unrealized Gain or (Loss) in Trading 

and Investments 909 415 592 914 1,400 1,296 1,543 2,671 
Commodities Revenue 120 181 174 210 243 351 436 
Profit or (Loss) From Underwriting and Selling Groups 770 430 781 853 776 742 770 
Revenue From Sale of investment Company Securities 95 100 41 35 45 58 59 76 
Margin Interest 507 641 616 455 565 755 1,173 1,652 
Revenue Unrelated to the Securities Business 28 41 67 89 137 136 237 353 
All Other Revenues 337 343 443 494 530 657 949 1,294 
Gross Revenues $5,990 $4,811 $4,620 $5,867 $6,902 $6,730 $8,832 $11,264 
Number of firms at year-end 490 463 420 409 384 364 361 374 


Sources: NYSE Joint Regulatory Report and FOCUS Report, Directorate of Economic and Policy Analysis, Securities and Exchange 
Commission 


Table 2 
SUMMARY BALANCE SHEET FOR NYSE FIRMS DOING A PUBLIC BUSINESS, 1972-1979 


(Millions of Dollars) 


1972 1975 1976 1977 1978 


ASSETS" 

Cash $ 687.6 $ 664.7 $ 7610 $ 7970 $ 984.0 

Receivables from other 

broker-dealers and clear- 

ing corporations: 
Securities failed to 
deliver 1,967.5 987.4 1,163.2 1,663.0 2,030.0 1,781.0 2,279.0 
Securities borrowed 1,260.8 808.3 1,447.1 1,874.0 2,211.0 2,484.0 3,912.0 
Other 297.2 848.6 621.4 418.0 741.0 844.0 632.0 

Receivables from customers 12,321.1 6,539.8 8,265.4 11,453.0 13,537.0 15,868.0 17,981.0 

Long positions in securities 


and commodities 8,307.2 8,319.2 8,860.5 15,662.0 13,799.0 15,238.0 20,199.0 
Securities owned — not 


readily marketable 94.0 75.1 79.8 41.0 32.0 22.0 30.0 
Securities borrowed under 
subordinated agreements 
and partners’ individual and 
capital securities accounts 198.3 95.2 i 65.4 93.0 65.0 63.0 67.0 
Securities purchased under agree- 
ment to resell NA NA NA NA 4,255.0 8,187.0 14,018.0 24,244.0 
Secured capital demand 
notes 268.7 412.3 343.3 292.7 291.0 236.0 248.0 255.0 
Exchange memberships 218.5 134.1 109.6 102.2 129.0 106.0 108.0 139.0 
Other Assets 1,365.9 1,244.2 1,139.0 1,163.5 1,541.0 1,880.0 2,244.0 3,503.0 
Total Assets $27,115.8 $20,674.7 $19,805.9 $22,725.9 $38,181.00 $43,621.0 $53,902.0 $75,004.0 
LIABILITIES AND EQUITY CAPITAL 

Bank loans payable: 

Secured by customer 


collateral $ 5,720.1 $ 2,499.2 $ 1,522.2 $ 2,054.1 $ 4,725.0 $ 5,683.0 $5,123. $ 4,002.0 
Secured by firm 


collateral 5,960.4 5,146.2 6,783.8 6,803.0 5,108.0 5,612.0 4,337.0 4,557.0 
Securities sold under 


repurchase agreements NA NA NA NA 11 ,222.0 10,584.0 16,306.0 23,851 .0 
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Table 2 Continued 


Payable to other broker- 


dealers and clearing 1972 1973 
organizations: 
Securities failed to 
receive 2,077.0 
1,238.3 
817.4 


3,998.8 


1,389.0 
839.7 
782.4 

3,610.3 


1,039.1 
573.6 
619.8 

2,934.5 


Securities loaned 
Other 
Payable to customers 
Short positions in 
securities and com- 
modities 
Other liabilities 
Total 


1,285.1 
1,828.2 


1,018.9 
1,785.0 


645.2 
2,432.2 
liabilities exclud- 
ing subordinated 
liabilities 22,925.3 
$ 1,041.2 

23,966.5 

3,149.3 


17,070.7 
$ 1,077.5 $ 
$18,148.2 
2,526.5 


16,550.4 
909.4 
$17,459.8 
2,346.1 


Subordinated liabilities 
Total Liabilities 
Equity Capital 
Total Liabilities and 
Equity Capital $27,115.8 
490 


$20,674.7 
463 


$19,805.9 


Number of firms at year-end 420 


1976 1979 


1,173.6 
1,033.9 

836.1 
3,323.4 


1,539.0 
1,585.0 

430.0 
4,786.0 


2,161.0 
1,828.0 

902.0 
5,099.0 


2,105.0 
3,715.0 
671.0 
10,992.0 


931.0 
3,103.8 


2,129.0 
2,744.0 


3,980.0 
3,839.0 


6,610.0 
5,258.0 


13,706.0 
6,406.0 


19,258.9 
$ 777.6 $ 
$20,036.5 
2,689.6 


34,268.0 
766.0 $ 

$35,034.0 
3,147.0 


39,688.0 
759.0 §$ 

$40,447.0 
3,174.0 


49,512.0 
963.0 
$50 475.0 
3,427.0 


70,005.0 
$ 1,040.0 
$71,045.0 

3,959.0 


$22,725.9 
409 


$38,181.0 
384 


$43,621.0 $53,902.0 
364 361 


$75,004.0 
374 


‘Data on repurchase agreements is not available before the first quarter of 1976. Prior to 1976, securities purchased under agreement to 
resell were combined with long positions in securities and commodities, while securities sold under repurchase agreements were combined 
with money borrowed secured by firm collateral. Much of the considerable growth of assets in 1976 reflects the increased involvement 

of broker-dealers in U.S. Government and Agency obligations which was accompanied by a substantial growth in the use of repurchase 


agreements. 


Sources: NYSE Joint Regulatory Report and FOCUS Report, Directorate of Economic and Policy Research 


CFR 240.15c3-3a. The debit items in the Reserve 
Formula represent moneys owed the broker-dealer 
in relation to customer transactions. The alternative 
approach is founded on the concept that, if the debit 
items in the Reserve Formula can be liquidated at or 
near their contract value, these assets along with any 
cash required to be on deposit under the rule, will be 
sufficient to satisfy all liabilities to customers (which 
are represented as credit items in the Reserve 
Formula). As an additional safeguard, election of the 
alternative requires a firm to reduce by 3% its 
aggregate debit items to provide, in essence, a bad 
debt reserve of firm capital to assure adequate 
resources to pay customer ciaims. Election of the 
alternative also requires that operational charges 
(stock record differences and suspense account 
items) be reflected in the Reserve Formula after 
seven business days, rather than after 30 business 
days, as permitted for those firms which have not 
elected the alternative. Together, these limitations 
allow a firm to increase its customer commitments 
only as a function of its net capital. 


Most broker-dealers utilize the basic method for 
complying with the net capital rule. Tables 3 through 
6 provide a financial profile of firms electing the 
alternative and basic methods for computing net 
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capital. As Tables 3 and 4 indicate, 139 of the 374 
NYSE member firms conducting a public business 
as of December 31, 1979 were using the alternative 
method for the computation of net capital. These 
139 firms accounted for 68% of the aggregate 
assets, 76% of the aggregate equity capital, and81% 
of the aggregate reveriues of the 374 NYSE firms 
conducting a public business. Of the classified NYSE 
member firms, all ten National Full Line firms 
elected the alternative capital approach, while 57 
Regiona! firms (48% of NYSE member firms 
classified as Regional) utilized this method.’ 


Only 44 of the 2,066 broker-dealers that conducted a 
public business as of December 31, 1979 and were 
not members of the NYSE used the alternative 
method for the computation of net capital (see 
Tables 5 and 6). These 44 firms were, on average, 





’National Full Line firms conduct a _ general 
securities business and have a nationwide branch 
office network. Regional firms, on the other hand, 
confine their activities to a more limited geographic 
area. For further information on classified NYSE 
member firms, see Chapter 3, Securities and 
Exchange Commission, Staff Report on the 
Securities Industry in 1979, September 1980. 
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Tabie 3 
UNCONSOLIDATED REVENUES AND EXPENSES OF NYSE FIRMS DOING A PUBLIC BUSINESS, 1979 


(Millions of Doilars) 


Firms Using Alternate Method Firms Using Basic Method 
National Regional Other Regional Other All 
Full Line Firms Firms* Firms Firms Firms 











REVENUES 
Commissions 
Listed equities on an exchange $1,275.2 $ 331.9 $ 976.5 $ 153.2 $ 388.2 $3,125.0 
Listed option transactions 251.7 45.6 112.9 15.0 18.0 443.2 
All other commissions 138.9 99.2 tI3.1 42.3 50.7 444.2 
Total securities commissions 1,665.8 476.7 1,202.5 210.5 456.9 4,012.4 
Gains or Losses on Trading Accounts 793.0 141.6 771.9 65.5 399.3 2A 
Realized and Unrealized Gains or Losses on 
Securities Investment Accounts 69.8 7.7 241.6 3.5 177.0 499.6 
Profits or Losses from Underwriting and 
Selling Groups 313.0 77.0 238.2 79.8 769.5 
Margin Interest 915.1 183.4 452.5 87.5 1,651.5 
Sale of Investment Company Shares 32.9 14.5 17.0 9.8 1.4 75.6 
Investment Advisory, Account Supervision 35.8 7.6 28.3 8.9 41.0 121.6 
All Other Revenue 700.3 106.1 610.2 82.4 463.5 1,962.5 


Gross Revenue $4,525.7 $1,014.6 $3,562.2 $ 455.1 $1,706.4 $11,264.0 
EXPENSES 


Employee Expenses Other than Registered 

Representatives’ Compensation $ 880.9 $ 175.9 $ 677.0 88.2 $ 270.6 $2,092.6 
Salaries and Other Employment Costs for General 

Partners and Voting Stockholder Officers 63.2 78.1 139.2 45.4 113.5 439.4 
Commissions and Clearance Paid 176.3 59.5 298.7 25.5 86.3 646.3 


Interest Expense 931.2 142.1 988.5 40.2 573.3 2,675.3 
Regulatory Fees and Expenses 19.4 6.3 9.9 3.9 79 47.4 


All Other Expenses 2,126.0 468.5 1,068.2 203.9 396.2 4,262.8 
Total Expenses $4,197.0 $ 930.4 $3,181.5 $ 407.1 $1,447.8 $10,163.8 
Net Income Before Taxes $ 328.7 $ 84.2 $ 380.7 $ 48.0 $ 258.6 $1,100.2 
Number of firms in group as of end-of-year 1979 10 57 72 60 175 374 


*Includes three quarters of data for two firms that were acquired or went out of business in the fourth quarter. 


Source: FOCUS Report, Directorate of Economic and Policy Analysis, Securities and Exchange Commission 


Table 4 
SUMMARY BALANCE SHEET FOR NYSE FIRMS DOING A PUBLIC BUSINESS, 1979 
(Millions of Dollars) 
Firms Using Alternate Method Firms Using Basic Method 


National Regional Other Regional Other 
Full Line Firms Firms* Firms Firms 











ASSETS” 
Cash 
Receivables from other broker-dealers: $1,160.1 $ 258.6 $1,763.0 

Securities Failed to deliver 879.5 963.4 i 2,279.0 
Securities borrowed 1,110.8 2,005.6 E 3,912.0 
Other 272.9 & 127.1 4 632.0 
Receivables from customers 9,546.6 3,690.2 17,981.0 
Long positions in securities and commodities 4,755.8 6,754.1 20,199.0 
Securities owned — not readily marketable 1.8 ; 11.0 P 30.0 
Securities borrowed under subordinated 
agreements and partners’ individual and 
capital securities accounts 
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Table 4 Continued Firms Using Alternate Method Firms Using Basic Method 








National Regional Other Regional Other All 


: Full Line Firms Firms* Firms Firms Firms 
Securities purchased under agreement = 


to resell 5,453.1 93.0 7,929.2 275.5 10,493.2 24,244.0 
Secured capital demand notes 38.8 32.2 119.9 30.3 33.8 255.0 
Exchange memberships 30.5 TS.2 53.7 9.5 ae. 139.0 
Other Assets 1,440.9 176.4 1,056.1 70.2 759.4 3,503.0 
Total Assets $24,690.8 $3,031.7 $22,991.0 $1,236.22 $23,054.3 $75,004.0 
LIABILITIES AND EQUITY CAPITAL 
Bank loans payable: 
Secured by customer collateral $1,927.7 $ 661.9 $1,004.7 $ 144.0 $ 263.7 $4,002.0 
Secured by firm collateral 1,610.1 150.3 1,910.7 77.1 808.8 4,557.0 
Securities sold under repurchase 
agreements 6,697.2 85.7 8,267.4 234.9 8,565.8 23,851.0 
Payable to other broker-dealers: 
Securities failed to receive 871.3 172.6 757.5 63.7 239.9 2,105.0 
Securities loaned 1,963.1 211.9 1,230.2 19.6 290.4 3,715.0 
Other 169.1 100.9 103.2 25.6 272.2 671.0 
Payable to customers 4,517.1 820.5 2,873.1 242.6 2,538.7 10,992.0 
Short positions in securities and 
commodities 1,783.1 a We 4 3,777.3 41.5 7,886.9 13,706.0 
Other liabilities 3,361.0 220.2 1,431.5 159.3 1,234.0 6,406.0 
Total liabilities excluding sub- 
ordinated liabilities $22,899.7 $2,641.2 $21,355.4 $1,008.3 $22,100.4 $70,005.0 
Subordinated liabilities 378.3 70.2 349.4 43.4 198.7 1,040.0 
Total Liabilities $23,278.0 $2,711.4 $21,704.8 $1,051.7 $22,299.1 $71,045.0 
Equity Capital 1,412.8 320.3 1,286.4 184.5 755.0 3,959.0 
Total Liabilities and Equity Capital $24,690.8 $3,031.7 $22,991.2 $1,236.2 $23,054.1 $75,004.0 
Number of firms in group as of end-of-year 1979 10 57 F2 60 175 374 








Source: FOCUS Report, Directorate of Economic and Policy Analysis, Securities and Exchange Commission 


Table 5 


UNCONSOLIDATED REVENUES AND EXPENSES OF NASD AND REGIONAL BROKER-DEALERS FILING 
FOUR QUARTERS DURING 1979 


(Millions of Dollars) 


Firms Using Firms Using 
Alternate Method Basic Method All Firms 
REVENUES se er 
Commissions 
Listed equities on an exchange $ 206.6 
Listed option transactions i : 34.5 
All other commissions 300.5 
Total securities commissions 541.6 
Gains or Losses on Trading Accounts 428.8 
Realized and Unrealized Gains or Losses on 
Securities Investment Accounts : 96.7 98.9 
Profits or Losses from Underwriting and 
Selling Groups 133.7 151.0 
Margin Interest 26.9 43.9 
Sale of investment Company Shares 2 117.0 118.9 
Investment Advisory, Account Supervision J 100.6 102.5 
All Other Revenue 273.1 375.2 
Gross Revenue $1,569.0 $1,860.8 
EXPENSES 
Employee Expenses Other than Registered 
Representatives’ Compensation $ 271.1 $ 303.7 
Salaries and Other Employment Costs for 
General Partners and Voting Stockholder 
Officers . 163.4 





144/SEC DOCKET Volume 21, No. 3, October 28, 1980 





Table 5 Continued Firms Using Firms Using 
Alternate Method Basic Method All Firms 





Commissions and Clearance Paid 10.1 140.8 150.9 
Interest Expense 114.5 111.9 226.4 
Regulatory Fees and Expenses 1.9 14.8 16.7 
All Other Expenses 88.4 656.9 745.3 
Total Expenses $263.2 $1,343.2 $1,606.4 
Net Income Before Taxes $ 28.6 $ 225.8 $ 254.4 
Number of firms in group as of end-of-year 1979 44 2,022 2,066 


Source: FOCUS Report, Directorate of Economic and Policy Analysis, Securities and Exchange Commission 


Table 6 


SUMMARY BALANCE SHEET FOR NASD AND REGIONAL BROKER-DEALERS FILING FOUR QUARTERS 
DURING 1979 


(Millions of Dollars) 


Firms Using Firms Using 
Alternate Method Basic Method All Firms 





ASSETS 
Cash $ 19.3 $ 2722 $ 291.5 
Receivables from other broker-dealers: 
Securities failed to deliver 111.0 763.1 874.1 
Securities borrowed 45.1 285.2 330.3 
Other 29.9 415.7 445.6 
Receivables from customers 229.4 434.5 663.9 
Long positions in securities and commodities 780.0 1,882.8 2,662.8 
Securities owned — not readily marketable 7.7 29.9 37.6 
Securities borrowed under subordinated 
agreements and partners’ individual and capital 
securities accounts 1.6 8.4 10.0 
Securities purchased under agreement to resell 1,377.0 958.6 2,335.6 
Secured capital demand notes 3 34.6 35.9 
Exchange memberships ia 9.4 9.7 
Other Assets 92.8 712.8 805.6 
Total Assets $2,695.3 $5,807.3 $8,502.6 
LIABILITIES AND EQUITY CAPITAL 
Bank loans payable: 
Secured by customer collateral $ 98.1 $ 156.0 $ 254.1 
Secured by firm collateral 126.7 541.1 667.8 
Securities sold under repurchase agreements 1,596.7 1,004.7 2,601.4 
Payable to other broker-dealers: 
Securities failed to receive 123.8 843.1 966.9 
Securities loaned 12.4 161.9 174.3 
Other 15.0 126.2 141.2 
Payable to customers 148.1 280.5 428.6 
Short positions in securities and commodities 303.1 602.6 905.7 
Other liabilities 120.4 499.7 620.1 
Total liabilities excluding subordinated 
liabilities $2,544.2 $4,216.0 $6,760.2 
Subordinated liabilities 4 129.0 136.1 
Total Liabilities $2,551 .3 $4,345.0 $6,896.3 
Equity Capital 144.0 1,462.3 1,606.3 
Total Liabilities and Equity Capital $2,695.3 $5,807.3 $8,502.6 
Number of firms in group as of end-of-year 1979 44 2,022 2,066 


Source: FOCUS Report, Directorate of Economic and Policy Analysis, Securities and Exchange Commission 
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substantially larger than the 2,022 firms using the 
basic method. 


Il. Proposed Rule Amendments 


The Commission is proposing changes to the net 
capital rule which will affect only the alternative 
method of computing net capital. Under the 
proposed amendments, the alternative will still 
require, for the protection of customers, a cushion of 
liquid assets beyond the “net” amount of liquid 
assets needed to offset a broker's or dealer's 
liabilities. Later in this release, the Commission 
discusses the possibility of reexamining the liquidity 
concept. 


The proposed amendments will not only lower the 
ratio of required net capital to certain debit items 
and the minimum but also will affect the treatment 
of certain debit items in the Reserve Formula. 


A. 


The moneys owed by customers of a broker or dealer 
in connection with their securities transactions are 
included in Item 10 (a debit item) of the Reserve 
Formula. This item includes debit balances in 
customers’ cash and margin accounts (other than 
unsecured accounts and accounts doubtful of 
collection). The Item 10 debits comprise approxi- 
mately 85% of aggregate debit items and thus for 
most brokers and dealers which have elected the 
alternative are the major determinants of their net 
Capital requirements. in times of heavy trading 
volume these customer debits will generally 
increase, thereby causing a broker’s or dealer’s 
capital requirement to increase by at least 4% of the 
increased debit balances in customers’ accounts. 
The Commission’s present review of the net capital 
rule focused on whether the increased requirement 
was commensurate with the risk connected with 
these debits. 


Initially, it must be noted that there is not necessarily 
any direct correlation between the 4% figure 
presently in the Rule and the amount of liquid capital 
required to protect customers. That figure was 
selected based on judgments inferred from the then- 
existing system. The result was that the 4% require- 
ment under the alternative was estimated by the 
Staff to require approximately 15% to 25% less 
capital than if the firm were required to maintain net 
Capital based on the aggregate indebtedness test. 
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Since 1975, the year of the adoption of the 
alternative, these Item 10 debits have increased 
substantially, thereby resulting in increased net 
capital requirements. While the level of margin debt 
is volatile, it has displayed a general trend of 
expansion since the beginning of 1975. In the first 
quarter of that year, customers owed NYSE member 
firms an average of $4.1 billion as debit balances in 
margin securities accounts. This increased 173% to 
$11.2 billion in the fourth quarter of 1979. During 
this same time period, the largest quarter-to-quarter 
increase in the level of margin debt was $1.1 billion, 
while the largest decrease was $740 million.® 


In addition to the 4% capital requirement ratio, the 
Commission’s early warning rules and comparable 
programs of the various self-regulatory organiza- 
tions in effect require firms to maintain greater net 
capital than the minimum. The financial responsi- 
bility rules not only restrict withdrawal of firm capital 
if the ratio of net capital to aggregate debit items falls 
below 7%, but also require periodic reports in 
addition to those required generally of brokers and 
dealers when the ratio falls below 6%. See Rule 15c3- 
l(e) and Rule 17a-11, and discussion under “B”, 
infra. The practica! effect of these provisions is to 
cause broker-dealers to maintain net capital 
substantially in excess of 7% in order to maintain a 
cushion of net capital at a level which will avoid an 
inadvertent piercing of these early warning 
thresholds. Moreover, the NYSE (of which all major 
retail firms are members) imposes by rule 
restrictions on those member firms whose net 
capital falls below 7% of the aggregate debit items. 
See NYSE Rule 326. 


In combination, the present capital cushion 
represented by Item 10 debits and the early warning 
provisions cited above may be excessive when 
viewed against the risks of the collectibility of these 
debit items and the relatively small losses 
experienced by firms in this area since 1975. 
Despite recent events revealing both the 
imprudence and operational inefficiencies of some 
broker-dealers, it seems appropriate to propose a 
reduction in the basic requirements. Experience has 
indicated that other provisions of the Rule (which 
require capital charges) provide the required 
discipline in sufficient time to permit the correction 





®See, Federal Reserve Bulletin, January 1975 
through December 1979, Table 828. 
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of unsound practices or the liquidation of potentially 
dangerous positions. 


The Securities Industry Association Capital 
Committee (the “SIA”) has recommended to the 
Commission that the minimum capital required 
under the alternative based on Item 10 debits should 
be lowered from 4% to 2%. 


While that may be the proper figure to determine 
capital adequacy for financing these particular 
transactions, at this time the Commission believes 
that it is appropriate to propose a reduction of the 4% 
minimum figure to 3% and have that reduction apply 
only to debit balances in margin accounts rather 
than to those in cash accounts and other debit items 
in the Reserve Formula. It should be noted that the 
SIA did not recommend reductions in the capital 
requirements based on other debit items. 


In sum, the Commission herein proposes to require 
brokers and dealers which have elected the 
alternative to have and maintain a net capital of 3% 
rather than the present 4% of the debit balances in 
customers’ margin accounts which are maintained 
in compliance with Regulation T of the Federal 
Reserve Board or the maintenance margin 
requirernents of the various self-regulatory 
organizations. This reduction appears to be prudent 
because these margin accounts should be virtually 
100% collectible. It appears that any risk of loss is 
adequately safeguarded against by Regulation T and 
maintenance margin requirements as well as by the 
cushion provided by the 3% reduction of debit items 
required of firms electing the alternative. 


This reduction will have no effect on most registered 
brokers and dealers (see Tables 7 and 8). As noted 
above, of the approximately 2,400 broker-dealers 
doing public business in 1979, only 185 broker- 
dealers elected the alternative method for 
computing net capital at year-end 1979, 169 of 
which carried or cleared customer accounts. 


These 169 (128 NYSE and 41 non-NYSE) firms 
electing the alternative capital method in the fourth 
quarter of 1979 had required net capital of $1.2 
billion based upon the 7% Early Warning Test. Under 
the SIA proposal, the required net capital of these 
169 firms would have been $684 million compared 
to an estimated $1.02 billion under the current 
proposal.° 


While the Commission is proposing some net capital 
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reduction in certain areas, the Commission 
emphasizes that the primary burden is on the 
securities industry to substantiate, with empirical 
data where feasible, the basis for this or any other 
proposed reduction. The Commission is concerned 
that the consequence of this reduction may simply 
be a withdrawal of capital from the broker-dealer 
business. The Commission therefore requests 
response to the following question: Will the 
additional capital which is no longer required by the 
net capital rule be used in the “core” securities 
activities of the firm or will it tend to be diverted into 
non-securities activities or be removed from the firm 
altogether? 


B. 


As noted above, under the current Rule, brokers and 
dealers who have elected to operate under the 
alternative are required to maintain net capita: of not 
less than 4% of Reserve Formula aggregate debit 
items. Under this provision no broker-dealer may 
effect a securities transaction if his net capital is less 
than 4% of aggregate debit items. In addition, the 
Rule provides that no capital, either equity capital or 
subordinated debit, may be withdrawn from the firm 
when its net capital is less than 7% of aggregate 
debits, i.e., 175% of minimum required net capital. 
Under Rule 17a-11, a broker-dealer operating under 
the alternative whose net capital is less than 6% of 
aggregate debit items (150% of minimum required 
net capital) must file certain reports monthly on 
Form X-17A-5 in furtherance of the Commission’s 
early-warning program for broker-dealers who may 
be approaching financial or operational difficulty. 


Unless these thresholds are revised, no effective 
reduction would be made in the amount of net 
capital required. Accordingly, the Commission 
proposes to replace the 7% level under paragraph 
(e) of Rule 15c3-1 and 6% under Rule 17a-11 with 
amounts equal to 175% and 150% respectively of 
the amount of net capital required (i.e., 175% and 





°The precise impact of the modified proposal set 
forth in the proposed rule cannot be determined 
because debit balances iri customers’ margin 
accounts are not reported as a separate item on the 
FOCUS Report. Debit balances in customers’ margin 
accounts in the aggregate represented 
approximately 72% of cash and margin debits in 
the Reserve Formula in a sample of 100 broker- 
dealers who elected the alternative as of year-end 
1979. 
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Table 7 


SELECTED FINANCIAL DATA FOR BROKER-DEALERS DOING A PUBLIC BUSINESS 
AND USING THE ALTERNATIVE CAPITAL APPROACH !, YEAR-END 1979 


(Millions of Dollars) 


NYSE FIRMS NON-NYSE FIRMS2 ALL FIRMS 





Customer Cash/Margin Debits $14,199 180 14,379 
Aggregate Debits 16,687 269 16,956 
Net Capital 2,011 72 2,083 
Required Net Capital? 1,168 19 1,187 
Excess Net Capital” 843 53 896 
Impact of SIA Proposal 

a. Required Net Capital 671 13 684 


b. Excess Net Capital 1,340 59 1,399 
Numberof Firms 128 41 169 


"Excludes 16 firms filing Part 1A of the FOCUS Report who neither carry nor clear customer accounts. 


2Firms submitting four quarters of FOCUS data in 1979. 
Spased on Early Warning 7% Test. 
4 Based on 2% “Item 10 Debits” criteria and Early Warning 7% Test. 


Source: FOCUS Report, Directorate of Economic and Policy Analysis, Securities and Exchange Commission 


Table 8 


SELECTED FINANCIAL DATA FOR GROUPS OF NYSE FIRMS DOING A PUBLIC 
BUSINESS AND USING THE ALTERNATIVE CAPITAL APPROACH , YEAR-END 1979 


(Millions of Dollars) 


National Full 
ine Regional Other 





Total Assets $24,691 $2,997 $22,511 
Total Liabilities 22,900 2,603 20,986 
Subordinated Debt 378 78 229 
Equity Capital 1,413 316 1,226 
Customer Cash/Margin Debits 9,237 1,693 3,269 
Aggregate Debits 10,222 1,993 4,472 
Net Capital 1,022 227 762 
Required Net Capital? 716 140 313 
Excess Net Capital 307 87 449 
Impact of SIA Proposal 

a. Required Net Capital 395 80 197 

b. Excess Net Capital 627 565 
Number of Firms 10 57 61 


. Excludes 16 firms filing Part 11A of the FOCUS Report who neither carry nor clear customer accounts. 
2 


3 Based on Early Warning 7% Test. 
4 


Excludes subordinated debt. 


Based on 2% “Item 10 Debits” criteria and Early Warning 7% Test. 


Source: FOCUS Report, Directorate of Economic and Policy Analysis, Securities and Exchange Commission 
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150% of the sum of 3% of margin debits as proposed 
in “A” infra and 4% of the remaining debits in the 
Reserve Formula). 


While the Commission recognizes that the early 
warning levels must be adjusted in connection with 
implementing any change in net capital require- 
ments, the Commission must also examine whether 
the existing early warning mechanisms effectively 
alert the Commission and self-regulatory 
organizations of a firm’s potential financial and 
operational difficulties in time to take action to 
protect customers. For example, a firm has reason to 
believe that a material charge to net capital may 
arise in the near future. Under the present rules, 
even if the charge would put the firm’s net capital 
below the minimum, no early warning notice need be 
given until the charge is actually required to be 
made. The Commission therefore solicits comment 
on the following questions: Is the present structure 
of the early warning system, which is based on a 
firm’s net capital level as of a certain day, adequate 
to insure customer protection? Do the proposed 
early warning levels (150% and 175% of minimum 
required net capital) provide an adequate margin of 
safety or should they be increased? What changes 
could be made in the early warning system so that 
the Commission and the self-regulatory organiza- 
tions would have timely notice of a firm’s potential 
difficulties without forcing firms to maintain 
excessive regulatory capital? 


C. 


In order to qualify to operate under the alternative 
net capital requirement, a broker or dealer must 
maintain net capital of at least $100,000. That 
minimum apparently acts as a deterrent to many 
firms who carry customer accounts from electing 
the alternative. Yet, if the benefits of the alternative 
are as Significant as believed and if the alternative is 
a proper measurement of financial responsibility for 
broker-dealer, there may be no reason for a 
minimum greater than that applicable to those who 
comply with the aggregate indebtedness test (the 
basic rule). The minimum under the basic rule for 
those brokers or dealers which do a general 
securities business and carry customer accounts is 
$25,000. 


Year-end 1979 FOCUS data indicate that there were 
approximately 1001 firms doing a public business!° 
and which have net capital of at least $100,000, (or 
7%" of aggregate debits) but were not utilizing the 
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alternative method. If the net capital threshold were 
reduced to $25,000, the FOCUS data indicate that 
approximately 399 additional broker-dealers would 
have been eligible to use the alternative 
computation. The number of additional broker- 
dealer eligible to use the alternative computation at 
$75,000 and $50,000 thresholds, respectively, 
would have been 205 and 252. 


The Commission has decided that consideration 
should be given to lowering the minimum in stages. 
Initially, it proposes for comment a new minimum of 
$75,000 for election of the alternative.!? That figure 
would represent a reduction of 25% from the present 
minimum and would still appear to provide 
adequate reserves to ensure that customer funds 
and securities are not at undue risk. After a 
monitoring period, ending no later than December 
31, 1982, during which the Commission will review 
FOCUS data and liquidations by the Securities 
Investor Protection Corporation (“SIPC”) and make 
periodic on-site examinations, the Commission will 
consider a further reduction. 





The non-NYSE firms “doing a public business” 
consists of firms filing four quarters of FOCUS data in 
1979. 


See paragraph B above. 


12\Jnder the present alternative net capital rule, an 
introducing broker may still elect the alternative 
even though he is exempt from Rule 15c3-3 and 
therefore does not calculate the Reserve Formula. In 
lieu of the 4% of aggregate debit items calculation, 
he is required to maintain the $100,000. 


One of the benefits of the alternative is that it enbles 
a broker-dealer to take smaller haircuts on inventory 
positions, thereby allowing him greater flexibility in 
market making, underwriting and firm trading. Many 
introducing brokers engage in these activities and 
therefore could elect the alternative. Under the 
proposal, the Commission has not changed the 
$100,000 minimum for introducing brokers electing 
the alternative, in part, because there is no other 
capital constraint on the level of an introducing 
broker's business. The public is invited to respond to 
the problem of minimum capital requirements for 
introducing brokers. See Part IV, infra, question 7. 
Other brokers or dealers who have elected to operate 
pursuant to an exemption from Rule 15c3-3 as at 
present, will not be able to elect the alternative under 
the proposal. 
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D. 


A “fail to receive” arises when a broker or dealer 
purchasing securities has not taken delivery from 
the selling broker or dealer as of settlement date. A 
“fail to deliver’ arises when a selling broker or dealer 
has not made delivery to the buying broker or dealer 
as of settlement date. When these transactions are 
related to customer purchases and sales, they are 
included in Reserve Formula Items 4 and 12, 
respectively. For a firm electing the alternative, the 
inclusion of the fails to deliver (a debit item) raises 
its net capital requirement and the inclusion of the 
fails to receive (a credit item) increases its potential 
cash deposit requirement. 


As recognized in Securities Exchange Act Release 
No. 9922 (January 2, 1973), brokers or dealers 
doing a large volume of business normally find it 
impractical or unduly burdensome to determine 
which fail to receive contracts and fail to deliver 
contracts relate to proprietary accounts or customer 
accounts on a transaction by transaction basis. That 
release provided that a conservative allocation 
should be made to accomplish maximum protection 
for customers. If such an allocation is used with 
regard to the foregoing items, the broker or dealer 
should be able to demonstrate that the result so 
obtained regarding designations of customer and 
proprietary positions would be comparable to those 
which would be obtained if the respective positions 
had been developed without the use of an allocation. 


When the alternative method of computing net 
capital was adopted, the Commission authorized 
conservative interpretations regarding Reserve 
Formula items where an allocation procedure was 
used. Fails to receive not allocable to the broker’s or 
dealer's proprietary long positions and fails to deliver 
not allocable to the broker's or dealer’s proprietary 
short positions were presumed to be customer- 
related and thus includable in the Reserve Formula. 
These interpretations were intended to insure that 
customer related fails would be provided for through 
a Reserve Formula deposit or increased capital 
requirements. 


Before the Rule was amended in 1975, segments of 
the securities industry had argued that transactions 
in which corporate and municipal bond fails to 
deliver are paired off in the Reserve Formula with 
fails to receive (for instance, when a broker or dealer 
makes a simultaneous purchase and sale of a 
security, and the transaction has not yet settled) 
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should not be included in either side of the Reserve 
Formula since not related to customer activity. That 
view was rejected in large part because of the experi- 
mental nature of the alternative concept and the 
Commission’s desire to test its operation. 


That situation may no longer be justifiable. Accord- 
ingly, the interpretation should be relaxed where a 
broker or dealer can demonstrate that it has full 
possession or control of all customer fully paid and 
excess margin securities as required under Rule 
15c3-3. Moreover, where no customers of the 
calculating broker or dealer are involved in a 
particular offsetting fail transaction, the only risk to 
customers is where the broker or dealer on the other 
side of the fail to deliver must redeliver to its 
customer. This is basically a credit risk which should 
more properly be measured by a charge on “aged” 
fails to deliver. 


At present, paragraph (c)(2)(ix) of the net capital 
rule requires a capital charge based on the haircuts 
applicable to the securities underlying the contract 
for “aged” fail to deliver contracts. A fail becomes 
“aged” when it has been outstanding 11 business 
days or longer (except in the case of municipal 
securities, where the fail must be outstanding 21 
business days or longer). 


Since elimination of these fails from the Reserve 
Formula would exclude from net capital 
consideration a firm’s collection risk on fails to 
deliver until these items become “aged,” the 
Commission herein proposes a new amendment. A 
broker or dealer may elect a procedure whereby he 
may exclude from the Reserve Formula both fails to 
deliver and fails to receive which allocate to one 
another, so long as the broker or dealer for purposes 
of paragraph (c)(2)(ix) treats the fail to deliver as 
“aged” three business days after settlement date of 
the transaction on all fails except fails related to 
municipal securities. On fails related to municipals, 
the aging period would be 11 business days under 
the proposed amendments. This change would not 
require significant regulatory capital to support 
normal street side clearance which settles routinely. 
The proposed approach would provide a reduction in 
required net capital. At the same time, an 
appropriate capital reserve would be imposed ona 
timely basis to insure customer protection. The 
broker or dealer must still, of course, be able to 
demonstrate full possession or control of customer 
fully paid and excess margin securities. 
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If the broker or dealer chooses, at his election, to 
place these “paired” fails in the Reserve Formula, 
the percentage of net capital required for these fail to 
deliver items remains the present 4%. Under this 
approach, the rule would in addition still require a 
capital charge for fails to deliver more than 11 
business days old (and in the case of municipals, 
more than 21 business days). A broker-dealer 
electing either alternative, of course, must treat all 
fails consistently and continuously in accordance 
with his election. Unaer either, the rule assures 
protection of any customers which may be involved 
by providing incentives for the broker-dealer to 
resolve these items.'? 


E. 


In C.0.D. transactions with customers, money and 
securities change hands simultaneously at settle- 
ment. C.0.D. transactions with customers (primarily 
institutions) as a practical and economic matter may 
be broken out into receipt vs. payment and delivery 
vs. payment items which are included in Reserve 
Formula Items 1 and 10 respectively. However, in 
either a sale or purchase of securities on a C.0O.D. 
basis, the only financial exposure of a firm to its 
customer is the “net-equity” on one side as a result of 
market movement before completion of the 
transaction. Hence it appears that the Rule, by 
requiring capital equal to at least 4% of the amount 
of such transactions, may require more liquid 
capital than necessary to protect against the risks in 
C.0.D. transactions. 


The Commission proposes to amend the Ruie to 
allow the broker or dealer to make a choice similar to 
the alternative presented above related to fails to 
deliver. The broker-dealer may exclude C.O.D. 
transactions from the Reserve Formula, treat the 
security which is the subject of the C.O.D. 
transaction as if it were a proprietary position and 
take the appropriate haircut for that security (this 
would occur as of settlement date, however, with no 
period allowed for “aging”). Since many C.O.D. 
transactions currently appear to involve debit 
securities (government or municipal securities), the 
haircut onthe underlying securities normally may be 
less than the 7% early warning threshold which 
currently would be required by including such items 





3Under either alternative, the staff responses in a 
letter to Wien & Co., Inc., dated July 15, 1976, andin 
similar letters to other brokers or dealers would no 
longer be applicable. 
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in the Reserve Formula. Alternatively, a broker or 
dealer choosing to place these items in the Reserve 
Formula would continue to have the 4% capital 
requirement on these items. 


Ill. Solicitation of Comments on the Report of the 
Securities Industry Association Capital Committee 


As noted earlier in the release, the Capital 
Committee of the SIA has made certain recom- 
mendations to the Commission which would alter 
both the net capital rule and rule 15c3-3. Some of 
those recommendations are refiected in the 
amendments proposed above; others, relating to 
stock loans and non-customer securities in firm 
bank loan, have been ongoing subjects of staff study 
and should be the end of the year result in public 
releases. With respect to the four remaining recom- 
mendations below, the Commission has insufficient 
data to make a proper evaluation. The Commission 
requests comment to assist it in determining their 
merit. They are: 


1) The value of certain illiquid assets (specifically, 
certain unsecured receivables and exchange 
memberships, as described below) now deducted 
from net worth in computing net capita! should no 
longer be required to be deducted. 


2) Delivery vs. payment and receipt vs. payment 
accounts (C.0.D. accounts) should be excluded 
from the Reserve Formula, and only the customer 
equity in an unsettled transaction should be 
included as a credit (cash item) in the Reserve 
Formula. 


3) The Commission should reduce to i5% the 
haircut on preferred stocks under the alternative, or 
permit its inclusion in paragraph (f)(3)(ii) of the Rule 
if the inclusion would result in a smaller deduction 
from net worth than that prescribed by paragraph 
(c)(2)(vi)(H) of the Rule. 


4) Where a firm short position is allocated to a 
customer debit, both sides should be excluded from 
the Reserve Formuia. 


A. 


The SIA report points out that a substantial amount 
of a firm’s non-collateralized receivables are 
considered non-allowable assets for purposes of 
computing net capital and that certain receivables 
due from other brokers and dealers (floor brokerage 
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and other commissions receivable) are allowable 
assets for a certain time after they arise. The SIA 
recommends that all receivables from brokers and 
dealers should be allowable assets on the theory that 
all brokers and dealers are subject to the 
Commission’s financial responsibility rules and 
should therefore be able to pay promptly 


The S!A also recommends that receivables related to 
fees for investment banking and other services 
which are due from highly rated, financially sound 
corporations present no greater risk than debt 
instruments issued by those corporations and 
should be accorded similar treatment for net capital 
purposes. Related to these issues, the SIA proposes 
hlec ; 


WIC 


t which the broker or deaier 
has accrued taxes should be allowed to the extent of 
the accrued tax. 


that receiv 


Finally, the SIA report recommends thet a firm 
should be allowed to include the value of exchange 
memberships in computing net capital. It argues 
that the memberships are readily liquid, and an 
appropriate haircut could be devised to compensate 
for fluctuations in value. 


The Commission notes that these proposals go tothe 
very heart of the liquidity concept of the Rule, which 
is that a broker or dealer must always maintain 
sufficient liquid assets to satisfy promptly customer 
demands. With certain limited exceptions, 
unsecured receivables have not been treated as 
readily convertible into cash because they may not 
be readily collectable on the initiative of the broker or 
dealer. If the broker's or dealer's debtor disputes the 
claim, or simply does not pay, court action and its 
attendant delays may be the only recourse. Thus 
customers may be in the position of waiting for the 
broker or dealer to liquidate claims against others. 
Furthermore, it should be noted, there are no 
objective classifying which 
receivables should be regarded as collectable and 
how they should be valued. With respect to exchange 
memberships, though in most cases they may be 
readily sold at some price, because of the priorities 
set forth in exchange rules,'* it is not certain what 
amount of the proceeds would benefit customers. 


far 


ctandardac 
SlaliiuadiUuUs ut 


The Commission requests comment from the public 
regarding these proposals. Specifically, interested 





4See e.g., Article XI, Section 3 of the New York Stock 
Exchange Constitution. 
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persons are encouraged to address the problem of 
how to determine which unsecured receivables 
should be treated as readily convertible into cash. 


B. 


The SIA proposes removing both sales and 
purchases on a C.0.D. basis from the Reserve 
Formula (both are now included in Reserve Formula 
Items 1 and 10). The net equity, which would be 
determined by computing the sum which the firm 
would owe a customer on the date of a Reserve 
Formula calculation, would be entered as a credit in 
the Reserve Formula. 


Elimination of this item from the debits distorts the 
initial intention of the alternative, which was to utilize 
the aggregate dollar amount of firm assets which 
have as their source transactions with customers as 
the standard for determining the maximum 
permissible level of the broker’s or dealer’s activity. 
In this regard, the impact of the proposal is difficult 
to measure primarily because data relative to C.0.D. 
transactions is not segregable on FOCUS or other 
reports. The Commission understands that many 
large institutions purchase securities on a C.O.D. 
basis, and that some broker-dealers use C.O.D. 
transactions almost exclusively. Excluding C.O.D. 
transactions from the Reserve Formula theoretically 
could reduce the capital requirement of a firm doing 
primarily this type of business to the $100,000 
minimum. 


Moreover, the Commission notes that, since a broker 
or dealer could allow under Regulation T a C.0.D. 
account to remain open for as long as 35 days, the 
broker or dealer may be taking a significant credit 
risk which is unmeasured by the net capital rule. 
Furthermore, because firms under the alternative 
are required to compute their Reserve Formula only 
once a week, there is no assurance that reserves will 
be set aside to cover transactions entered into 
between computation dates. Finally, it should be 
noted that a credit entry in the Reserve Formula 
under Rule 15c3-3 may actually impose a greater 
financing burden on a firm than the 4% minimum 
capital requirement based on the contra debit item, 
since any excess of credits caused by the inclusion 
of net equity in C.0.D. accounts over aggregate debit 
items (reduced by 3%) would be required to be 
placed in the Reserve Bank Account. The broker or 
dealer then may have greater financing needs and 
be forced to borrow to meet the deposit requirement. 
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The Commission requests information from the 
public in assisting it to determine the potential 
impact of this proposal and the ability of firms to 
isolate C.0.D. transactions from their other cash and 
margin transactions. Commentators are also asked 
to respond to the issue of evaluating capital 
requirements for firms executing orders on behalf of 
institutions dealing in large blocks of securities. 


C. 


Under paragraph (c)(2)(vi)(H) of the Rule, the 
haircut on preferred stock is 20% of the market value 
of the greater of the long or short position. Under 
paragraph (f)(3)(ii) of the Rule, which applies to 
firms utilizing the alternative, the haircut on 
securities other than those specifically enumerated 
is reduced to 15%. Preferred stock is one of the 
classes of securities which is ineligible for the 15% 
haircut. The SIA argues that the imposition of a 20% 
haircut on preferred stock under the alternative does 
not appear to be reasonably related to the risks 
involved with positions in such securities and may 
hinder market making activities in this area. 


The SIA proposal does not address the fact that the 
prices of preferred stocks tend to move in tandem 
with those of debt instruments and is thus 
influenced by other factors than those affecting 
common stocks. The present haircuts for debt 
securities are based on historical data of the 
fluctuations of these instruments over a long period 
of time. That same kind of record should be made for 
preferred stock. Moreover, like corporate debt 
securities, preferred stocks are rated by statistical 
rating services. It may be appropriate to require a 
greater haircut for those lower-rated preferred 
stocks than for higher-rated stocks. The 
Commission requests any information which may 
assist in the resolution of this issue. 


D. 


When a firm sells short, as principal, to a customer, 
both sides of the transaction are included in the 
Reserve Formula, (i.e., the customer debit and the 
market value of the short proprietary position). 
However, when the firm buys as principal from a 
selling customer who is short and has not resold, the 
customer credit and related debit can be excluded 
from the Reserve Formula. The SIA recommends 
that a firm short position which allocates to a 
customer debit should be treated in the same 
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manner as a firm long position which allocates to a 
customer credit. 


This recommendation, however, appears to 
disregard the fact that the broker or dealer who has 
sold short as principal owes the customer securities 
and may be required to borrow in order to meet his 
delivery requirement under Rule 15c3-3. The public 
is invited to respond to the SIA’s proposal and 
suggest any other possible solution to the difficulty 
pointed out by the Commission. 


IV. Solicitation of Comments on Basic Concepts of 
Financial Responsibility Rules 


The Commission adopted its uniform net capital rule 
over five years ago and the customer protection rule 
(Rule 15c3-3) nearly eight years ago. In 
promulgating these rules, the Commission sought to 
protect the investing public from the risk of dealing 
with thinly capitalized and operationally unsound 
brokers and dealers, while, at the same time, 
avoiding the imposition of unduly onerous capital 
requirements and burdensome operational 
restrictions. As noted above, current industry 
conditions and recent improvements to back office 
operations systems suggest it may now be 
appropriate to revisit the basic concepts. 


The Commission, therefore, welcomes the 
participation of the public in this important effort. 
This release contains questions about a number of 
areas of particular concern to the Commission. It is 
not necessary, however, that comments be limited to 
these questions. Commentators should feel free to 
provide any reasonable, constructive suggestion or 
comment regarding any aspect of the Commission’s 
financial responsibility program. 


Areas of Inquiry 


1. In Securities Exchange Act Release No. 11497, 
(June 26, 1975) announcing amendments tothe net 
capital rule, the Commission indicated that 
“Cul]ltimately, it may be possible for Rule 15c3-3 in 
some form to replace the liquidity requirements of 
the net capital rule and become the primary source 
of protection of customer assets held by the broker 
or dealer.” The Commission is considering whether 
this statement has continued validity in today’s 
market environment. 


(a) Do you believe that the net capital rule can be 
substantially revised or even eliminated so as to 
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place greater emphasis on the other financial 
responsibility rules, particularly Rule 15c3-3? 


(b) If so, please explain how and what the effect 
would be on brokers and dealers and their 
customers. Would it be necessary to strengthen 
these rules, particularly Rule 15c3-3, to ensure that 
customer funds are not deployed in unsafe areas of a 
firm’s business, other than by requiring daily 
Reserve Formula computations under Rule 15c3-3? 


(c) If not, can Rule 15c3-1 be so structured as to 
make the computation of net capital less complex? If 
so, please explain. 


(d) Can the customer protection rules, other than the 
net capital rule, be structured to make such rules 
less complex? If so, how can this be accomplished? 


2. As illustrated in Tables 1 and 2, the securities 
industry is undergoing substantial change. Broker- 
dealers deploy their capital in new and different 
areas to enhance their competitive positions and 
provide new services to investors and corporate 
issuers. 


(a) In what ways, if any, have current financial 
responsibility requirements, including the net 
capital rule, altered firms’ investment decisions? 


(b) Are current regulatory capital standards 
adaptable to the changing capital needs of a firm? If 
not, please explain. 


3. The ability of small or regional broker-dealers to 
raise investment capital may differ from that of 
larger firms or those which are national in scope. 


(a) To what extent, if any, do present financial 
responsibility rules affect the ability of these broker- 
dealers to raise capital? In particular, can the rules 
be made less burdensome to smaller broker-dealers 
without substantially reducing customer protection? 


(b) What additional cost burdens and/or financial 
risks does the quest for “regulatory capital” (capita! 
required to satisfy regulatory requirements with 
arguably little or no business justification) impose 
on small broker-dealers? 


4. A number of securities firms have formed 
subsidiaries or affiliates whose product lines fall 
outside the securities business and beyond the 
regulatory reach of the Commission. To what extent, 
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if any, have financial responsibility requirements, 
including the net capital rule, created incentives to 
diversify into activities unrelated to the securities 
business? Please explain. 


5. The alternative represented a new concept for the 
determination of net capital requirements. The 
aggregate indebtedness standard measures a firm’s 
capital requirements based on its liabilities. The 
alternative changes this concept considerably by 
making the capital requirement contingent upon the 
level of a firm’s customer related assets, in the form 
of secured receivables. The alternative net capital 
approach integrates the net capital requirements 
with the custodial and reserve requirements of Rule 
15c3-3 and places greater reliance for the protection 
of customer funds and securities on Rule 15c3-3. 
This corresponds to the policy of Rule 15c3-3 and 
the Securities Investor Protection Act of 1970, both 
of which exclude other brokers and dealers from 
their protective provisions. 


As the Commission stated in Release 34-11497 
when it adopted the alternative: 


The Commission believes the alternative 
approach will effectively create and maintain 
an environment of customer protection while 
enabling the securities industry to fulfill its 
function of capital raising and the maintenance 
of a liquid secondary market by: 


1. Acting as an effective early warning device to 
provide reasonable assurance against loss of 
customer assets through a logical interface 
with other operation standards and existing 
surveillance, reporting and examination 
aspects of the securities industry regulatory 
framework; 


2. Avoiding the inefficient and costly 
commitment of capital within the securities 
industry where such a commitment is not 
necessary for customer protection; 


3. Eliminating, to the extent possible and 
consistent with the objective of customer 
protection, competitive restraints on the 
securities industry’s ability to compete 
effectively with other diversified financial 
institutions; 


4. Making the capital structures of brokers and 
dealers as well as their investment and 
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operating policies more understandable to 
lending institutions and other suppliers of 
capital and to the public; and 


5. Providing some reasonable and finite 
limitation on broker-dealer expansion to 
minimize the possibility of customer loss and 
the possibility that the SIPC Fund will have to be 
utilized to protect customers. 


The Commission is largely satisfied with the 
operational experience of the alternative since its 
adoption five years ago. Consequently, the Commis- 
sion would like to explore the possibility of sup- 
planting the traditional aggregate indebtedness test 
with the alternative. To do so might require the 
elimination of the exemptive provisions to Rule 
15c3-3 found in paragraph (k)(2)(i) of that rule (and 
perhaps all of its exemptive provisions) and other 
adjustments. 


(a) Do you believe that Rule 15c3-1 and Rule 15c3-3 
could be integrated into a single less complex 
financial responsibility requirement? If so, how 
could this best be accomplished? 


(b) Do you believe that the alternative can effectively 
replace the traditional aggregate indebtedness test 
for brokers and dealers? Please explain. 


(c) Should all brokers and dealers be required to 
follow the alternative and, as a result, also be subject 
to Rule 15c3-3? Please explain. 


(d) Have the objectives voiced by the Commission in 
the release quoted above been met? Will they 
continue to be met if the entire industry is subject to 
the alternative? Please explain. 


(e) The alternative measures a _ broker-dealer’s 
capital requirement in terms of its customer related 
business. However, a broker-dealer has many 
obligations running to other brokers and dealers 
which in turn have customers. Would requiring ail 
firms to comply with the alternative undermine the 
interdependence of the broker-dealer industry by 
inadequately protecting broker-dealers who do a 
large business outside of their customer activity? 
Please explain. 


6. The alternative net capital provisions sought to 
enhance the ability of brokers and dealers to engage 
in market making. It does this primarily by modifying 
the haircuts from those applicable in the basic net 
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capital rule. It has, however, been suggested that 
even more flexibility might be appropriate. 


(a) Does the alternative net capital provision 
measure market risk in any unreasonable manner 
and thus require more net capital of market makers 
with no customer exposure than necessary to ensure 
the liquidity of a broker or dealer? 


(b) Should the haircut provisions of the alternative 
and basic net capital requirements be made 
uniform? Please explain. 


(c) What standards of financial responsibility are 
appropriate for market makers? Please explain. 


7. The liquidity concept of the net capital rule is 
premised on the policy that a broker or dealer must 
maintain a cushion of cash or assets readily 
convertible into cash in order to meet promptly the 
demands of customers. It may be unnecessary, 
however, to require such strict standards of liquidity 
with respect to firms who do not carry customer 
accounts and who do not handle customer funds or 
securities. 


(a) What, if any, financial responsibility standards 
are appropriate for brokers or dealers who do not 
handle customer funds or securities? Please explain. 


(b) What is the feasibility of substituting for the net 
capital rule a net worth test with a minimum net 
worth computed in accordance with generally 
accepted accounting principles (the Commission 
suggests a $25,000 figure) for brokers and dealers 
who do not handle customer funds and securities? 
Please explain. 


8. In the last four years, brokers and dealers have 
become increasingly involved in government 
financial instruments, including T-bills and GNMA 
certificates. Not only do they act as intermediaries 
between the GNMA issuers, performing broker or 
dealer functions, but they also have used such 
instruments as a means to speculate on interest 
rates or to hedge other positions or, in the case of 
repurchase agreements, to borrow cash for short 
periods of time. The staff has issued interpretations 
dealing with some of these matters. It may be 
necessary, however, to examine brokers’ and 
dealers’ involvement in this entire area to determine 
if there is need for more specific requirements than 
those now in effect. 
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(a) What rules, if any, should the Commission adopt 
to protect the liquidity of a broker-dealer from the 
risks of dealing in the financial instruments 
markets? 


(b) What amendments, if any, should be made tothe 
net capital rule to protect the liquidity of a broker- 
dealer from the risks of dealing in the financial 
instruments market? 


(c) What risks, if any, does a_ broker-dealer 
experience because of customer transactions in the 
financial instruments futures or forward markets 
which are not now provided for by the net capital 
rule? How should the net capital rule treat those 
risks? 


(d) What modifications, if any, should be made to 
Rule 15c3-3 in connection with brokers’ and dealers’ 
or customers’ transactions in financial instruments? 


9. The net capital rule requires that in computing net 
capital several deductions from net worth of certain 
specified percentages of the market values of 
marketable securities (“haircuts”) be taken. Some 
have contended that the haircuts for certain 
securities are unwarranted. 


(a) Do you believe that any of the percentage 
deductions are unwarranted? If so, which are 
unwarranted and what should be the appropriate 
deduction? Please supply any data or explanation 
which may support such changes. 


(b) The net capital rule refers to “nationally 
recognized statistical rating organizations” in 
determining lower haircut categories for certain 
assets. See Rule 15c3-3(c)(2)(vi)(E) and (F). Are 
these categories appropriate? Are there other means 
for distinguishing between investment grade and 
speculative securities for purposes of reduced 
haircuts? Should ratings by other organizations and 
institutions be considered? 


10. In the recent past, because of market volume 
and interest rates, capital requirements for firms 
electing the aiternative have substantially increased 
and then suddenly declined. Some firms have met 
this additional capital requirement by subordinated 
borrowing in accordance with Appendix D of Rule 
15c3-1. These loans cannot be repaid within a 
period of one year and therefore must be maintained 
even after a firm’s capital requirement is reduced. 
Because of the one year lock-in requirement, these 
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loans frequently prove to be an expensive solution to 
a perhaps short-term problem. 


(a) Is it feasible to modify Appendix D (relating to 
Satisfactory Subordination Agreements) to allow 
subordinate borrowings to meet increases in capital 
requirements based on dramatic increases in 
customer business, which borrowings may be 
prepaid within a year if such business returns to 
normal levels? Please explain. 


(b) What, if any, limitations should be placed on such 
prepayments? 


11. The net capital rule requires a deduction from 
net worth for the inefficiencies or operational 
defaults of a broker or dealer. For example, a broker 
or dealer must deduct from net worth the market 
value of all short securities differences unresolved 
for seven business days after discovery. In requiring 
these deductions, the Rule assumes a 100% loss in 
these unresolved accounts pending their resolution. 


(a) Are all of the operational charges warranted? If 
not, which are not and why not? 


(b) Is there a solution other than treating operational 
inefficiencies as deductions of a broker or dealer? 
Please explain. 


12. The Commission, in its Study of Unsafe and 
Unsound Practices of Brokers and Dealers'® made 
the following observations regarding the 
capitalization of the securities industry at that time: 


The defects fall into several broad categories. 
First and foremost is the inadequacy and 
impermanence of capital, and, in some cases, 
the injudicious employment of such capital as 
does exist.'® 


It should be noted at the outset that protections 
provided by net capital requirements with a 
liquidity focus for meeting current obligations 
are not a substitute for the need for having 
sufficient long-term capital, in the absence of 
which the underlying structure of broker- 
dealers may be unsatisfactory.’ 





15Study of Unsafe and Unsound Practices of Brokers 
and Dealers 92d Congress, lst Sess., House Doc. No. 
92-231 (December, 1971). 

‘id. p. 11. 


hd... p. 39: 
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The Commission at that time was concerned about 
the extreme difficulties experienced by the industry 
during the period 1968-1970. Since that time, there 
has been a tightening of Commission oversight and 
administration of the capital rules. The self- 
regulatory organizations have, during this same time 
period, also considerably tightened their surveil- 
lance of their members. 


(a) Aside from statutory compulsion, is there any 
reason that the Commission should impose financial 
responsibility rules at all? 


(b) If the Commission should impose financial 
responsibility rules, are the present rules, i.e., Rules 
15c3-1 and 15c3-3, and Rules 8c-1 and 15c2-1, the 
appropriate rules? Should any of these rules be 
merged, modified or done away with compietely? Are 
these rules realistic in terms of today’s market 
environment? 


(c) If the Commission were to substantially revise its 
rules, or substantially reduce the scope of its rules, 
what safeguards would exist to insure a sound and 
adequately capitalized broker-dealer industry? 


(d) Are there any other concepts which the 
Commission should consider which are appropriate 
in determining the financial responsibility of brokers 
and dealers? 


STATUTORY BASIS AND 
COMPETITIVE CONSIDERATIONS 


The Securities and Exchange Commission, acting 
pursuant to the Securities Exchange Act of 1934 and 
particularly Sections 15(c)(3), 17(a) and 23 thereof 
(15 U.S.C. 780(c)(3), 78q(a) and 78u), hereby 
proposes for public comment amendments to Rules 
15c3-1, 15c3-3a and 17a-11, which would affect the 
computation of net capital for brokers and dealers, 
all as set forth below. 


The rules as proposed, if adopted, will probably have 
an impact on competition. For the most part, firms 
computing under the alternative net capital rule 
would have lower net capital requirements; 
furthermore, more firms would be able to avail 
themselves of the alternative and its simplified 
method of computation. These amendments may 
therefore give firms eligible for the alternative some 
competitive advantage over firms required to 
caiculate net capital according to the traditional 
aggregate indebtedness rule, giving them greater 
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leeway to expand their business in relation to their 
capital. Lowering the entry level for the election of 
the alternative to a certain extent ameliorates this 
situation, and the Commission intends to study the 
feasibility of further easing restrictions for election of 
the alternative. 


The goals of the Commission in this respect are to 
provide safeguards with respect to the financial 
responsibility and related practices of brokers and 
dealers and to provide a regulatory environment that 
permits an efficient deployment of scarce industry 
capital and encouraging diversification while at the 
same time assuring investors that their funds and 
securities are protected against financial instability 
and operational weaknesses of brokers or dealers. 
The Commission, therefore, specifically solicits 
comment on the question of competitive impact and 
how the benefits and/or burdens imposed by this 
may be more evenly distributed. 


TEXT OF PROPOSED AMENDMENTS 
It is proposed to amend 17 CFR Part 240 as follows: 


PART 240—GENERAL RULES AND REGULATIONS, 
SECURITIES EXCHANGE ACT OF 1934. 


ATTENTION 


The text of the following proposed amendments uses 
stars * »* to indicate additions. 


1. By amending paragraphs (a), (e), (f}(1)(i)) and (ii), 
(f)(2) and deleting paragraph (g) of §240.15c3-1 as 
follows: 


§240.15c3-1 Net capital requirements for brokers or 
dealeys. 


(a) No broker or dealer shall permit his aggregate 
indebtedness to all other persons to exceed 1500 
percent of his net capital, except as otherwise 
limited by the provisions of paragraph (a)(1), or, in 
the case of a broker or dealer electing to operate 
pursuant to paragraph (f) of this section, no broker or 
dealer shall permit his net capital to be less than 
*xthe sum of the percentages prescribed by that 
paragraph of debit items* computed in accordance 
with 17 CFR 240.15c3-3a or, if registered as a 
futures commission merchant, 4 percent of the 
funds required to be * * * 


* Ke KK 
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(e) Limitation on withdrawal of equity capital. No 


equity capital of the broker or dealer or a subsidiary 


or affiliate consolidated pursuant to Appendix C (17 
CFR 250.15c3-1c) whether in the form of capital 
contributions by partners (excluding securities in 
the securities accounts of partners and balances in 
limited partners’ capital accounts in excess of their 
stated capital contributions), par or stated value of 
capital stock, paid-in capital in excess of par, 
retained earnings or other capital accounts, may be 
withdrawn by action of a stock holder or partner, or 
by redemption or repurchase of shares of stock by 
any of the consolidated entities or through the 
payment of dividends or any similar distribution, nor 
may any unsecured advance or loan be made to a 
stockholder, partner, sole proprietor or employee if, 
after giving effect thereto and to any other such 
withdrawals, advances or loans and any Payments of 
Payment Obligations (as defined in Appendix D) (17 
CFR 240.15c3-1d) under satisfactory subordination 
agreements which are scheduled to occur within six 
months following such withdrawal, advance or loan 
either aggregate indebtedness of any of the 
consolidated entities exceeds 1000 percent of its net 
capital or its net capital would fail to equal 120 
percent of the minimum dollar amount required 
thereby or would be less than *175 percent of the 
sum of the percentages prescribed by paragraph (f) 
of 17 CFR 240.15c3-1 of debit items* computed in 
accordance with 17 CFR 240.15c3-3a, or, if 
registered as a futures * * * 


(f) Alternative net capital requirement. 


(1)(i) A broker or dealer who is not exempt from the 


provisions of 17 CFR 240.15c3-3 under the 
Securities Exchange Act of 1934 pursuant to 
paragraph (k)(1) or (k)(2)(i) may elect not to be 
subject to the limitations of paragraph (a) of this 
section respecting aggregate indebtedness as 
defined in paragraph (c)(1) of this section and 
certain deductions provided for in paragraph (c)(2) 
of this section. Provided, That in order to qualify to 
operate under this paragraph (f), such broker or 
dealer shall at all times maintain net capital equal to 
the greater of *3 percent of debit item 10a (relating 
to debit balances in margin accounts) of the Formula 
for Determination of Reserve Requirements for 
Brokers and Dealers (Exhibit A to Rule 15c3-3, 17 
CFR 240.15c3-3a) plus 4 percent of the total of the 
remainder of the debit items of such formula or 
$75,000 or, if registered as a futures commission 
merchant, 4 percent of the funds required to be 
segregated pursuant to the Commodity Exchange 
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Act, and the regulations thereunder, if greater, and 
shall notify the Examining Authority for such broker 
or dealer and the Regional Office of the Commission 
in which the broker or dealer has its principal place 
of business, in writing, of its election to operate 
under this provision. Once a broker or dealer has 
determined to operate pursuant to this paragraph 
(f), he shall continue to do so unless a change is 
approved upon application to the Commission. *A 
broker or dealer who claims an exemption from Rule 
15c3-3 by virtue of paragraph (k)(2)(ii) of that rule 
shail at all times maintain a net capital of not less 
than $100,000. If the electing broker or dealer 
chooses to exclude fails to deliver and fails to receive 
from the Rule 15c3-3 Reserve Formula in 
accordance with Note F thereto, such fails to deliver 
shall be considered “aged” three business days after 
settlement date except for fails to deliver related to 
municipal securities, which shall be considered 
“aged” after 11 business days. The electing broker or 
dealer must charge its net capital with the deduction 


prescribed by paragraph (c)(2)(ix) for such aged 
fails.* 


(ii) In the case of a municipal securities broker as 
defined in section 3(a)(31) of the Securities 
Exchange Act of 1934, who is not exempt from the 
provisions of 17 CFR 240.15c3-3 under the 
Securities Exchange Act of 1934 pursuant to 
paragraph (k)(1) or (k)(2)(i), and who effects 
transactions only on a payment versus delivery basis 
with other brokers or dealers or municipal securities 
brokers or municipal securities dealers, and who 
does not hold funds or securities for, or owe money 
or securities to, customers and does not otherwise 
carry accounts of, or for, customers, in order to 
qualify to operate under this paragraph (f) such 
municipal securities broker shall at all times 
maintain net capital equal to the greater of *3 
percent of debit item 10a (relating to debit balances 
in customers’ margin accounts) of the Formula for 
Determination of Reserve Requirements for Brokers 
and Dealers (Exhibit A to Rule 15c3-3, 17 CFR 
240.15c3-3a) plus 4 percent of the total of the 
remainder of the debit items of such formula or 
$25,000.* Provided, That in order to qualify to 
operate under this paragraph (f), such municipal 
securities broker shall notify the Examining 
Authority for such broker or dealer and the Regional 
Office of the Commission in which the broker or 
dealer has its principal place of business, in writing, 
of its election to operate under this provision. Oncea 
municipal securities broker has determined to 
operate pursuant to this paragraph (f), he shall 
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continue to do so unless a change in suchelectionis 

ed upon application to the Commission. *if 
the electing broker or dealer chooses to exclude fails 
to deliver and fails to receive from the Rule 15c3-3 
Reserve Formula in accordance with Note F thereto, 
such fails to deliver shall be considered “aged” three 
business days after settlement date except for fails 
to deliver related to municipal securities, which shall 
be considered “aged” after 11 business days. The 
electing broker or dealer must charge its net capital 
with the deduction prescribed by paragraph 
(c)(2)(ix) for such aged fails. * 


(2) In the case of a broker or dealer who has 
consolidated a subsidiary pursuant to Appendix C 
(17 CFR 240.15c3-1c) such broker’s or dealer’s 
minimum net capital requirements shall be *xthe 
sum of the greater of 3 percent of debit item 10a 
(relating to debit balances in customers’ margin 
accounts) of the Formula for Determination of 
Reserve Requirements for Brokers and Dealers 
(Exhibit A to Rule 15c3-3, 17 CFR 240.15c3-3a) plus 
4 percent of the total of the remainder of the debit 
items of such formula or $75,000,* or, if the parent 
is registered as a futures commission merchant, 4 
percent of the funds required to be segregated 
pursuant to the Commodity Exchange Act and the 
regulations thereunder, if greater, and the total of 
each consolidated broker or dealer subsidiary’s 
minimum net capital requirements. The minimum 
net capital requirements of a subsidiary electing to 
operate pursuant to paragraph (f) of this section 
shall be xthe greater of 3 percent of debit item 10a 
(relating to debit balances in customers’ margin 
accounts) of the Formula for Determination of 
Reserve Requirements for Brokers and Dealers 
(Exhibit A to Rule 15c3-3, 17 CFR 240.15c3-a) plus 4 
percent of the total of the remainder of the debit 
items of such formula or $75,000,* or, if registered 
as a futures* * *. 


(g) [deleted] 


2. By amending paragraphs (b)(6)(iii), (b)(7), 


(b)(8)(i),  (b)(104i1)(B), 
§240.15c3-1d as follows: 


(c)(2) and (c)(5) of 


§240.15c3-ld Satisfactory Subordination 
Agreements (Appendix D to 17 CFR 240.15c3-1). 


* ee * * 
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(iii) The secured demand note agreement may also 
provide that, in lieu of the procedures specified in 
the provisions required by paragraph (b)(6)(ii) of 
this section, the lender with the prior written consent 
of the broker or dealer and the Examining Authority 
for the broker or dealer may reduce the unpaid 
principal amount of the securied demand note. 
Provided, That after giving effect to such reduction 
the aggregate indebtedness of the broker or dealer 
would not exceed 1000 percent of its net capital or, 
in the case of a broker or dealer operating pursuant 
to paragraph (f) of 17 CFR 240.15c3-1, net capital 
would not be less than *175 percent of the sum of 
the percentages prescribed by that paragraph* of 
debit items computed in accordance with 17 CFR 
240.150c3-3a, or, if registered as a * * * 


(7) Permissive prepayments. A broker or dealer at its 
option but not at the option of the lender, may, if the 
subordination agreement so provides, make a 
Payment of all or any portion of the Payment 
Obligation thereunder prior to the scheduled 
maturity date of such Payment Obligation 
(hereinafter referred to as a “Prepayment”), but inno 
event may any Prepayment be made before the 
expiration of one year from the date such 
subordination agreement became effective; 
Provided, however, That the foregoing restriction 
shall not apply to temporary subordination 
agreements which comply with the provisions of 
paragraph (c)(5) of this Appendix D. No Prepayment 
shall be made if, after giving effect thereto (and toall 
Payments of Payment Obligations under any other 
subordinated agreements then outstanding the 
maturity or accelerated maturities of which are 
scheduled to fall due within six months after the date 
such Prepayment is to occur pursuant to this 
provision or on or prior to the date on which the 
Payment Obligation in respect of such Prepayment 
is scheduled to mature disregarding this provision, 
whichever date is earlier) without reference to any 
projected profit or loss of the broker or dealer, either 
aggregate indebtedness of the broker or dealer 
would exceed 1000 percent of its net capital or its 
net capital would be less than 120 percent of the 
minimum dollar amount required by 17 CFR 
240.15c3-1 or, in the case of a broker or dealer 
operating pursuant to paragraph (f) of 17 CFR 
240.15c3-1, its net capital would be less than *175 
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percent of the sum of the percentages prescribed by 
that paragrapn of debit items* computed in 
accordance with 17 CFR 240.15c3-3a or, if 
registered as a * * * 


(8)(i) The Payment Obligation of the broker or dealer 
in respect of any subordination agreement shall be 
suspended and shall not mature if, after giving effect 
to Payment of such Payment Obligation (and to all 
Payments of Payment Obligations of such broker or 
dealer under any other subordination agreement(s) 
then outstanding which are scheduled to mature on 
or before such Payment Obligation) either (A) the 
aggregate indebtedness of the broker or dealer 
would exceed 1200 percent of its net capital or, in 
the case of a broker or dealer operating pursuant to 
paragraph (f) of 17 CFR 240.15c3-1, its net capital 
would be less than *150 percent of the sum of the 
percentages prescribed by that paragraph of debit 
items* computed in accordance with 17 CFR 
240.15c3-3a or, if registered* * * 


* ke KK * 


(10) * * * 


(ii) Notwithstanding the provisions of paragraph 


(b)(8) of this Appendix, a subordination agreement 
may provide that, if liquidation of the business of the 
broker or dealer has not already commenced, the 
Payment Obligation of the broker or dealer shall 
mature, together with accrued interest or 
compensation, upon the occurrence of an Event of 
Default (as hereinafter defined). Such agreement 
may also provide that, if liquidation of the business 
of the broker or dealer has not already commenced, 
the rapid and orderly liquidation of the business of 
the broker or dealer sha!! then commence upon the 
happening of an Event of Default. Any subordination 
agreement which so provides for maturity of the 
Payment Obligation upon the occurrence of an Event 
of Default shall also provide that the date on which 
such Event of Default occurs shall, if liquidation of 
the broker or dealer has not already commenced, be 
the date on which the Payment Obligations of the 
broker or dealer with respect to all other 
subordination agreements then outstanding shall 
mature but the rights of the respective lenders to 
receive Payment, together with accrued interest or 
compensation, shall remain subordinate as required 
by the provisions of this Appendix (D). Events of 
Default which may be included in a subordination 
agreement shall be limited to: 
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(B) The aggregate indebtedness of the broker or 
dealer exceeding 1500 percent of its net capital or, 
in the case of a broker or dealer which has elected to 
operate under paragraph (f) of 17 CFR 240.15c3-1, 
its net capital computed in accordance therewith is 
less than xthe sum of the percentages prescribed by 
that paragraph of debit items* computed in 
accordance with 17 CFR 240.15c3-3a or, if 
registered * * * 


9X 


(2) Notice of Maturity or Accelerated Maturity. Every 
broker or dealer shall immediately notify the 
Examining Authority for such broker or dealer if, 
after giving effect to all Payments of Payment 
Obligations under subordination agreements then 
outstanding which are then due or mature within the 
following six months without reference to any 
projected profit or loss of the broker or dealer, either 
the aggregate indebtedness of the broker or dealer 
would exceed 1200 percent of its net capital or its 
net capital would be less than 120 percent of the 
minimum dollar amount required by 17 CFR 
240.15c3-1, or, in the case of a broker or dealer who 
is operating pursuant to paragraph (f) of 17 CFR 
240.15c3-1, its net capital would be less than *150 
percent of the sum of the percentages prescribed by 
that paragraph of debit items* computed in 
accordance with 17 CFR 240.15c3-3a or, if 
registered * * * 


(5) For the purpose of enabling a broker or dealer to 
participate as an underwriter of securities or other 
extraordinary activities in compliance with the net 
capital requirements of 17 CFR 240.15c3-1, a broker 
or dealer shall be permitted, on no more than three 
occasions in any 12 month period, to enter into a 
subordination agreement on a temporary basis 
which has a stated term of no more than 45 days 
from the date such subordination agreement 
became effective. Provided, That this temporary 
relief shall not apply to a broker or dealer if, at such 
time, it is subject to any of the reporting provisions of 
17 CFR 240.17a-11 under the Securities Exchange 
Act of 1934, irrespective of its compliance with such 
provisions or if immediately prior to entering into 
such subordination agreement either (i) the 
aggregate indebtedness of the broker or dealer 
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exceeds 1000 percent of its net capital or its net 
capital is less than 120 percent of the minimum 
dollar amount required by 17 CFR 240.15c3-1, or (ii) 
in the case of a broker or dealer operating pursuant 
to paragraph (f) of 17 CFR 240.15c3-1, its net capital 
is less than *175 percent of the sum of the 
percentages prescribed by that paragraph of debit 
items* computed in accordance with 17 CFR 
240.15c3-3a, or, if registered as * * * 


* * eK * 


3. By amending items 10, 12 and 13 and Notes E and 
F and adding Note G of §240.15c3-3a as follows: 


§240.15c3-3a Exhibit A—formula for determination 
of reserve requirement of brokers and dealers under 
§240.15c3-3. 


Credits Debits 
*10a. Debit balances in cus- 

tomers’ margin accounts ex- 

cluding unsecured accounts 

and accounts doubtful of 

collection. (See Note E) 


10b. Debit balances in cus- 
tomers’ cash accounts ex- 
cluding unsecured accounts 
and accounts doubtful of 
collection. (See Note E)....* 


11. Securities borrowed to 
effectuate short sales by cus- 
tomers and securities borrowed 
to make delivery on customers’ 
securities failed to deliver.... 


12. Failed to deliver of cus- 
tomers’ securities not older 
than 30 calendar days. 

*(See Note F) 


13. Margin required and on 
deposit with the Options Clear- 
ing Corporation for all option 
contracts written or purchased 
in customer accounts. 

*(See Note G) 
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Total credits 
Total debits 








14. Excess of total credits (sum 
of items 1-9) over total debits 
(sum of items 10-13) required 
to be on deposit in the “Reserve 
Bank Account” (15c3-3(c)). If 
the computation is made 
monthly as permitted by this 
rule, the deposit shall be not 
less than 105% of the excess of 
total credits over total debits . 


*(4) A broker or dealer operating pursuant to 
paragraph (f) of Rule 15c3-1 (17 CFR 240. 15c3- 
1(f)) may exclude C.0.D. transactions from Items 1 
and 10 of the Reserve Formula if the security 
underlying the transaction is treated as a proprietary 
position and given the appropriate haircut 
prescribed under Rule 15c3-1(c)(2)(vi) (17 CFR 
240.15c3-1(c)(2)(vi)).* 


* Note F. A broker or dealer operating pursuant to 
paragraph (f) of Rule 15c3-1 (17 CFR 240.15c3- 
1(f)) which can demonstrate that its possession and 
control of customers’ securities requirements are 
met, may make the following election: Fails to deliver 
not allocable to the broker's or dealer’s long 
positions and fails to receive not allocable to the 
broker’s or dealer’s short positions may be excluded 
from Items 4 and 12 of the Reserve Formula if those 
fails to deliver allocate to fails to receive.« 


*Note G.* Item 13 shall include the amount of 
margin required and on deposit with Options 
Clearing Corporation to the extent such margin is 
represented by cash, proprietary qualified 
securities, and letters of credit collateralized by 
customers’ securities. 


SEC DOCKET/161 





4. By amending paragraph (b)(2) of §240.17a-11 as 
follows: 


§240.17a-11 Supplementai current financial and 
operational reports to be made by certain brokers 


and dealers. 
**x* kK * 


(65) * > * 


(2) If a computation made by a broker or dealer 
pursuant to paragraph (f) of Rule 15c3-1 (17 CFR 
240.15c3-1(f)) shows, at any point during the 
month, that his net capital is less than * 150 percent 
of the sum of the percentages prescribed by that 
paragraph of debit items* computed in accordance 
with 17 CFR 240.15c3-3a, or that his total net capital 
is less than 120 percent of the minimum net capital 
required of him, such broker or dealer shall file a 
report on Part II or Part IIA of Form X-17A-5 (17 CFR 
249.617) as determined in accordance with the 
standards set forth in 17 CFR 240.17a-5(a)(2)(ii) 
and (a)(2)(iii), within 15 days after the end of each 
month thereafter until three successive months 
shall have elapsed during which his net capital is not 
less than *150 percent of the sum of the 
percentages prescribed by paragraph (f) of debit 
items* computed in accordance with 17 CFR 
240.15c3-3a and his total net capital does not fall 
below 120 percent of the minimum net capital 
required of him. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17209/October 9, 1980 


NET CAPITAL REQUIREMENT FOR BROKERS AND 
DEALERS 


ACTION: Proposed rule amendments and solicita- 
tion of public comments. 


SUMMARY: The Commission is proposing 
amendments to the uniform net capital rule which 
would increase the percentage deductions from the 
market value of certain debt securities in the 
proprietary or other accounts of the broker or dealer 
which must be made in computing net capital to 
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reflect the recent sharp fluctuations in the market 
value of these securities. The Commission is also 
soliciting comments on whether and to what extent 
these deductions should be reduced by hedging 
positions in financial futures or securities of a 
different issuer. 


DATE: Comments to be received by January 15, 
1981. 


ADDRESSES: All comments should be submitted in 
triplicate and addressed to George A. Fitzsimmons, 
Secretary, Securities and Exchange Commission, 
500 North Capitol Street, Washington, D.C. 20549. 
All comments should refer to file No. S7-856 and will 
be available for public inspection at the Commis- 
sion’s Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. 


FOR FURTHER INFORMATION CONTACT: Michael 
A. Macchiaroli, Division of Market Regulation 
(202) 272-2372, 500 N. Capitol Street, N.W., 
Washington, D.C. 20549. 


SUPPLEMENTARY INFORMATION: The uniform net 
capital rule not only requires a broker or dealer to 
maintain a minimum net capital the amount of 
which depends on the nature of its business but also 
prohibits it from incurring aggregate indebtedness 
in excess of 1500 percentum of its net capital, as 
those two terms are defined in the Rule. A broker or 
dealer electing the alternative method of computing 
net capital must maintain a minimum net capital 
equal to the greater of $100,000 or 4% of aggregate 
debit items in the formula for Determination of 
Reserve Requirements for Broker-Dealers. 


In computing net capital, a broker or dealer is 
required to deduct from net worth (net worth as 
calculated in accordance with generally accepted 
accounting principles) certain percentages of the 
market value of all securities carried in_ its 
proprietary or other accounts. These deductions are 
generally referred to as “haircuts.” The amount of 
the haircuts for debt securities (including short term 
notes) depends on the nature of the issuer, the time 
to maturity of the security and, for securities of non- 
governmental issuers, the ratings of nationally 
recognized rating services. In general, the haircuts 
for debt securities were designed to reflect the 
historical market fluctuations of each type of 
instrument. 


Recent events in the debt market have led the 
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Commission to question the adequacy of the haircut 
provisions for debt securities. Interest rates rose to 
unprecedented heights in the past year, causing 
precipitous declines in the values of already issued 
debt instruments. Several broker-dealer firms 
dealing primarily in municipal securities were 
forced to liquidate because of the unanticipated 
sharp movements in debt securities. Moreover, 
some major broker-dealer firms reportedly suffered 
large trading losses in debt securities, as did several 
large national banks. 


Data recently provided to the Commission from 
industry sources tend to confirm doubts as to the 
adequacy of the present haircut categories. The data 
were compiled from records accumulated in the 
ordinary course of business of broker-dealer firms 
dealing in debt securities. In general, the data 
covered the period from February 1976 through 
February 1980, a period of 49 months. In the case of 
Government securities, daily values were given for 
three-month, six-month, nine-month and twelve- 
month treasury bills, and for selected two-year, five- 
year, ten-year, twenty-year and thirty-year coupon 
treasury bonds. For corporate bonds, summary price 
histories were given for representative long-term 
industrial and utility bonds. For municipals, weekly 
prices were provided from the BBI municipal index. 
The data show that the month-end to month-end 
price movements in most debt securities in the 
months of January 1977, October 1979, January 
1980 and February 1980 were greater than the 
existing haircuts for the securities. They indicate a 
need for higher haircuts than the Rule presently 
provides. Each of the categories is more fully 
discussed below, as is the question of whether and to 
what extent the rule should be revised to incorporate 
various hedging positions. 


I. 
Government Securities 


A. Haircut Schedules 


The Rule requires, in the case of a security issued or 
guaranteed as to principal or interest by the United 
States or any agency thereof, deductions from the 
market value of the net long or short position ineach 
category described in subparagraph (A) of the 
haircut provisions of the Rule. There is no deduction 
for securities less than one year to maturity. The 
deduction for securities having one year but less 
than three years to maturity is 1%; that for securities 
having three years but less than five years to 
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maturity is 2%; that for securities five years or more 
to maturity is 3%. The data submitted to the Com- 
mission tend to indicate that these haircuts are 
inadequate in measuring the risk in carrying the 
securities, particularly for those securities less than 
one year to maturity and those five years or more to 
maturity. 


The data show that the majority of monthly changes 
in market value were greater than the existing 
haircuts, and that for four months (January 1977, 
October 1979, January 1980 and February 1980) 
the month-end to month-end price movements were 
considerably greater than the existing haircuts. 
Some examples will help to illustrate the concern. In 
26 of the 49 months in the survey, treasury bills 
maturing in six months moved in price between one- 
tenth of one percent to over 1% (in February 1980). 
In October 1979, treasury bills maturing in nine 
months moved 1.50% and in February 1980, 1.90%. 
Finally, in 39 of 49 months, treasury bills maturing in 
12 months moved between .1% and 2.51% (in 
February 1980). In each case, however, the net 
capital rule required no haircut. 


The data for two-year coupons, five-year Coupons, 
ten-year coupons, twenty-year coupons and thirty- 
year coupons show the same character of 
discrepancy as securities having one year or less to 
maturity. For example, in three different months 
within a six months period, United States Treasury 
securities maturing in 30 years declined sub- 
stantially: 7.06% in February 1980, 8.82% in January 
1980 and 9.16% in October 1979. Yet the required 
haircut is only 3% for these securities. 


These figures demonstrate the need to reassess the 
present haircut category for Government securities. 


Based largely on this data, the Commission 


proposes to alter the haircuts on Government 
securities in Rule 15c3-1(c)(2)(vi) as follows: 


(1) less than three months to maturity — 0% [0%];! 


(2) three months but less than six months to 
maturity — 1/8 of 1% [0%]; 





1The present haircut is shown in brackets. 
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(3) six months but less than nine months to maturity 
— 1/4 of 1% [0%]; 


(4) nine months but less than one year to maturity — 
3/8 of 1% [0%]; 


(5) one year but less than three years to maturity — 
1%% [1%]; 


(6) three years but less than five years to maturity — 
3% [2%]; 


(7) five years but less than ten years to maturity — 
4Y%% [3%]; 


(8) ten years but less than 20 years to maturity — 5% 
[3%]; and 


(9) 20 years or more to maturity — 6% [3%]. 


While the proposed haircuts are not based on the 
largest changes in any 30-day period, the 
Commission believes that they nevertheless 
represent a more realistic appraisal of the potential! 
movements of Government securities over a 30-day 
period. 


B. Hedges 


The present rule assesses deductions only onthe net 
long or net short positions in the fixed categories in 
subparagraph (A), thereby recognizing certain 
hedges. In some cases, however, the Rule may not 
appropriately deal with hedges. For example, the 
Rule requires no haircut where a broker or dealer is 
long Government securities one month to maturity 
and short a Government security 11 months to 
maturity but requires a haircut of 1% on the short 
position where the broker or dealer is long a security 
11 months to maturity and short a security 13 
months to maturity. Furthermore, the Rule requires 
no haircut on the following positions: a long 
Government five years to maturity offset by a short 
Government security, 30 years to maturity. Yet, the 
data demonstrate that the historical market 
fluctuations of these two securities are not similar. 


To some degree the problem will be lessened by the 
new haircut categories. But the provisions will still 
not distinguish adequately between bona fide risk 
limiting hedges and non-bona fide hedges. The job 
of precisely measuring hedges is of course a difficult 
one for the Commission. It is a matter about which 
experienced traders disagree daily. However, the 
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data provided to the Commission suggest that 
netting of longs and shorts be allowed where the 
securities have a relationship by virtue of relatively 
close maturity dates rather than because fixed inthe 
same haircut category. For short term instruments 
(less than one year to maturity), the Commission 
proposes that an appropriate period for netting 
purposes be no more than three months. For 
intermediate term instruments, that period will be 
no more than one year. For long term instruments 
(those five years or more to maturity), the period will 
be no more than five years. Hence, the rule, if 
amended as proposed, would require a haircut only 
on the net long or short position for short-term 
instruments where the long and short positions 
matured no longer than three months apart. For 
intermediate-term instruments the netting would be 
allowed if the instruments matured within one year 
or less of each other. Long term instruments could 
be netted if the longs and shorts matured within five 
years of one another. No netting would otherwise be 
permitted. 


The Commission therefore proposes to amend Rule 
15c3-1(c)(2)(vi)(A), as modified by the proposed 
amendments set forth above, as follows: 


Long or short positions may be netted as follows: 


(i) Long or short positions with maturity dates within 
one year may be netted against long or short 
positions with maturity dates within 15 months, but 
only when such maturity dates are within three 
months of one another; 


(ii) Long or short positions with maturity dates of 
between one and five years (except as in (/) above) 
may be netted against long or short positions with 
maturity dates of between one and six years, but only 
when such maturity dates are within one year of 
another; 


(iii) Long or short positions with maturity dates of five 
years or more (except as in (i/) above) may be netted 
against long or short positions with maturity dates of 
five years or more, but only when such maturity 
dates are within five years of one another. 


I. 
MUNICIPAL SECURITIES 


The haircut nrovision of the net capital rule which 


treats with municipal securities specifically divides 
municipal securities into two general categories (i) 
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any municipal security which has a scheduled 
maturity at date of issue of 731 days or less and 
which is issued at par value and pays interest at 
maturity, or which is issued at a discount, and which 
is not traded flat or in default as to principal or 
interest and (ii) any other municipal security which 
is not traded flat or in default as to principal or 
interest. 


The first category contains seven subcategories. The 
haircuts range from 0% for those securities having 
less than 30 days to maturity to 1% for those 
securities having from 456 to less than 732 days to 
maturity (hereinafter “short term notes”). The 
second category has four subcategories which 
require haircuts ranging from 1% for securities with 
less than one year to maturity, to 5% for securities 
with five years or more to maturity. 


Although the data supplied to the Commission 
relating to municipal bonds are not as extensive as 
that available for Government securities, they show 
that the existing haircuts in this area are inadequate 
in relation to the market fluctuations in the last year. 
In two months, October 1979 and February 1980, 
municipal bonds moved in price substantially more 
than the maximum haircut. In October 1979, bond 
prices moved 8.58%; in February 1980 they moved 
11.05% as a percentage of market value. Based on 
this data, increased haircuts are being proposed for 
municipal securities in category (ii) with more than 2 
years to maturity. 


The Commission does not now have sufficient data 
to propose any new haircuts for short-term notes in 
category (i) or for municipal securities with less than 
two years to maturity in category (ii). The Commis- 
sion may possibly determine after further analysis 
that there is no need to change the haircuts at all for 
these remaining securities. The Commission solicits 
relevant data and comment as to whether the 
haircuts for these securities are appropriate. 


The haircuts on securities with longer term 
maturities are proposed to be increased to reflect 
the recent sharp fluctuations in their market prices. 
The new proposed Haircut Schedule for municipal 
securities is as follows: 


(B)(ii) In the case of any municipal security other 
than those specified in subdivision (B)(i), which is 
not traded flat or in default as to principal or interest, 
the applicable percentages of the market values on 
the greater of the long or short position in each of the 
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categories specified below are: 


(3) 2 years but less than 5 years to maturity — 5 
percent; and 


(4) Five years or more to maturity — 7 percent. 


** * * * 


The Commission also solicits comments on two 
issues that have been the subject of controversy in 
the past with respect to municipal securities: 


(1) Should the haircut provision for municipal 
securities distinguish between “rated” and 
“unrated” securities to differentiate between 
investment grade issues and more speculative 
issues? 


(2) What criteria should be used to determine the 
market value of municipal securities for net capital 
and reporting purposes where the securities are the 
subject of quotations by only the computing broker 
or dealer? 


Hl. 
Non-Convertible Debt Securities 


Subsection (c)(2)(vi)(F) of the net capital rule 
requires a deduction in the case of non-convertible 
debt securities having a fixed interest rate and fixed 
maturity date and which are rated in one of the four 
highest rating categories by at least two of the 
nationally recognized statistical rating organiza- 
tions, ranging from 1% for those securities with less 
than one year to maturity to 7% for securities with 
five years or more to maturity. 


The Commission has insufficient data to make any 
determination as to appropriate haircuts for 
securities in this category where the security has 
less than five years to maturity. The Commission 
solicits comment on this matter. It appears from the 
available data, however, that the haircut for long- 
term debt securities in this category should be 
raised to 9% rather than the present 7%. The data 
show that prices of representative issues in this 
category moved about 30% more than the present 
haircut in several months of the past year. The new 
proposed haircut for debt securities in this category 
will reflect these recent sharp fluctuations in prices. 


The proposed new haircut schedule is as follows: 
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(f) In the case of nonconvertible debt securities 
having a fixed interest rate and fixed maturity date 
and which are not traded flat or in default as to 
principal or interest and which are rated in one of its 
four highest rating categories by each of at least two 
of the nationally recognized statistical rating 
organizations, the applicable percentages of the 
market values on the greater of the long or short 
position in each of the categories specified below 


(6) five years or more to maturity — 9 percent. 
IV. 


Because of the changes in the haircuts for 
government and municipal securities, it will be 
necessary to adjust the haircut provision for 
securities issued by investment companies whose 
assets are in the form of cash or securities or money 
market instruments which are described in sub- 
paragraph (A)-(C) or (E) of Rule 15c3-1(c)(2)(vi). 
Subparagraph (D) now requires a haircut of 5% of 
the market value of the greater of the long or short 
position. That haircut was based on the highest 
haircut for municipal securities. Compatible with 
that approach, the Commission proposes to raise the 
haircut for those securities in subparagraph (D) to 
7%. For securities issued by investment companies 
whose portfolio consists of the instruments 
described above and non-convertible debt 
securities in category (F), the Commission proposes 
a haircut of 9%. The provision would also be 
amended to make clear that it applies only to 
redeemable securities issued by the investment 
company. The Rule would be amended as follows: 


“(D) In the case of redeemable securities of an 
investment company registered under the 
Investment Company Act of 1940, which assets are 
in the form of cash or securities or money market 
instruments which are described in subdivision (A)- 
(C) above or (E) below, the deduction shall be 7% of 
the market value of the greater of the long or short 
position. In the case of redeemable securities of an 
investment company registered under the 
Investment Company Act of 1940, which assets are 
in the form of cash or securities or money market 
instruments which are described in subdivisions 
(A)-(C) above or (E) or (F) before, the deduction shall 
be 9 percent of the market value of the greater of the 
long or short position.” 
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V. 
HEDGING 


Broker-dealers generally do not carry heavy non- 
hedged positions in debt securities. Often, brokers 
and dealers have significant positions in 
instruments which they believe hedge and reduce 
the market risk in the positions in which they are 
mainly interested. While not perfect hedges, they are 
thought to act as buffers to complete speculation. 
The hedged positions may consist either of positions 
in securities of the same issuer, positions in financial 
futures or positions in different issuers. While the 
Rule, as noted above in the discussion as to Govern- 
ment securities, does take hedges into account to 
some degree, it has been criticized as being much 
too conservative. 


Much sophisticated analysis has been made of the 
relationships among the prices of various fixed 
income securities and interest rate futures. Some 
believe, for example, that futures contracts may be 
used not only to hedge the underlying cash 
instruments but also to cross-hedge corporate 
bonds. The net capital rule, as indicated above, does 
not recognize any such relationships for purposes of 
reducing the haircuts, although the rule does 
extensively deal with techniques of reducing risks 


through various hedging devices in listed options 
trading. 


The Commission, in an effort to make its financial 
responsibility rules compatible to the extent feasible 
with economic reality, solicits comment on the 
degree to which the haircut rules should deal with 
hedges among the instruments described above. 
From the comments the Commission may be able to 
develop hedge criteria which are objective, clear and 
easily determinable for reducing any required 
haircuts. 


STATUTORY BASIS AND 
COMPETITIVE CONSIDERATIONS 


Pursuant to the Securities Exchange Act of 1934 and 
particularly Sections 15(c)(3) and 23(a) thereof, 15 
U.S.C. §§780(c)(3) and 78w(a), the Commission 
proposes to amend §240.15c3-1 in Chapter II of 
Title 17 of the Code of Federal Regulations in the 
manner set forth below. The Commission believes 
that any burden imposed upon competition by the 
proposed amendments is necessary in furtherance 
of the purposes of the Act, and particularly to imple- 
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ment the Commission’s continuing mandate under 
Section 15(c)(3) thereof, to provide minimum safe- 
guards with respect to the financial responsibility of 
brokers and dealers. 


TEXT OF PROPOSED AMENDMENTS 
It is proposed to amend 17 CFR Part 240 as follows: 


PART 240—GENERAL RULES AND REGULATIONS, 
SECURITIES AND EXCHANGE ACT OF 1934 





ATTENTION 
The text of the following amendments uses stars * * 
to indicate additions. 





By amending paragraphs (A), (B), (D) and (F) of 
§240.15c3-1(c)(2)(vi) as follows: 


§240.15c3-1 Net capital requirements for brokers or 
dealers. 


(c) * * * 

(2) * Ok x 

(vi) x Ok x 

*(A) Inthe case of a security issued or guaranteed as 
to principal or interest by the United States or any 
agency thereof, the applicable percentages of the 
market value of the net long or short position as 
specified below are: 


(1) Less than three months to maturity — 0 percent; 


(2) Three months but less than six months to 
maturity — 1/8 of 1 percent; 


(3) Six months but less than nine months to maturity 
— 1/4 of 1 percent; 


(4) Nine months but less than one year to maturity — 
3/8 of 1 percent; 


(5) One year but less than three years to maturity — 
1% percent; 


(6) Three years but less than five years to maturity — 
3 percent; 
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(7) Five years but less than ten years to maturity — 
4% percent; 


(8) Ten years but less than 20 years to maturity — 5 
percent; 


(9) 20 years or more to maturity — 6 percent. 
Long or short positions may be netted as follows: 


(i) Long or short positions with maturity dates within 
one year may be netted against long or short 
positions with maturity dates within 15 months, but 
only when such maturity dates are within three 
months of one another; 


(ii) Long or short positions with maturity dates of 
between one and five years (except as in (i) above) 
may be netted against long or short positions with 
maturity dates of between one and six years, but only 
when such maturity dates are within one year of 
another; 


(iii) Long or short positions with maturity dates of five 
years or more (except as in (ii) above) may be netted 
against long or short positions with maturity dates of 
five years or more, but only when such maturity 
dates are within five years of one another.« 


(B)(1) * * * 


(2) In the case of any municipal security other than 
those specified in subdivision (B)(i), which is not 
traded flat or in default as to principal or interest, the 
applicable percentages of the market values on the 
greater of the long or short position in each of the 
categories specified below are: 


(i) less than 1 year to maturity — 1 percent; 


(ii) 1 year but less than 2 year to maturity — 2 
percent; 


*(iii) 2 years but less than 5 years to maturity — 5 
percent; 


(iv) Five years or more to maturity — 7 percent.* 


**e eK * 


(D) In the case of redeemable securities of an 
investment company registered under the 
Investment Company Act of 1940, which assets are 
in the form of cash or securities or money market 
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instruments which are described in subdivision (A)- 
(C) above or (E) below, the deduction shall be *7* 
percent of the market value of the greater of the long 
or short position. *In the case of redeemable 
securities of an investment company registered 
under the Investment Company Act of 1940, which 
assets are in the form of cash or securities or money 
market instruments which are described in 
subdivisions (A)-(C) above or (E) or (F) below, the 
deduction shall be 9 percent of the market value of 
the greater of the long or short position.* 


* eK K * 


(F) In the case of nonconvertible debt securities 
having a fixed interest rate and fixed maturity date 
and which are not traded flat or in default as to 
principal or interest and which are rated in one of the 
four highest rating categories by each of at least two 
of the nationally recognized statistical rating 
organizations, the applicable percentages of the 
market values on the greater of the long or short 
position in each of the categories specified below 
are: 


(1) less than one year to maturity — 1 percent; 


(2) one year but less than two years to maturity — 2 
percent; 


(3) two years but less than three years to maturity — 
3 percent; 


(4) three years but less than four years to maturity — 
4 percent; 


(5) four years but less than five years to maturity — 5 
percent; 


*(6) five years or more to maturity — 9 percent.* 


* kK K * 
By the Commission. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 17210/October 10, 1980 


An order has been issued granting the application of 
PACIFIC SCIENTIFIC COMPANY to withdraw its 
common stock ($1 par value) from listing and 
registration on the American Stock Exchange, Inc. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17211/October 10, 1980 


A notice has been issued giving interested persons 
until November 3, 1980 to comment on the 
applications of the Boston Stock Exchange, Inc. for 
unlisted trading privileges in 15 stocks which are 
listed and registered on one or more other national 
securities exchanges and are reported on the 
consolidated transaction reporting system. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17212/October 10, 1980 


INVESTMENT ADVISERS ACT OF 1940 
Release No. 732/October 10, 1980 


Admin. Proc. File No. 3-2572 
in the Matter of 


COLLINS SECURITIES CORPORATION 
TIMOTHY COLLINS 


FINDINGS AND ORDER ACCEPTING OFFER OF 
SETTLEMENT AND MODIFYING PRIOR ORDER 


Respondents Collins Securities Corporation 
(“Registrant”) and Timothy Collins (“Collins”) have, 
for the purpose of resolving these proceedings! and 
without admitting or denying the violations alleged in 
the Order for Proceeding, submitted an offer of 
settlement which the Commission has determined 
to accept. 





‘In the matter of Collins Securities Corp., et al., 
instituted August 4, 1970. 
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On the basis of the Order for Proceedings and the 
offer of settlement the Commission finds that 
Registrant and Collins willfully violated Section 
10(b) of the Securities and Exchange Act of 1934 
(“Exchange Act”) and Rule 10b-6 thereunder; that 
Registrant wilfully violated and Collins wilfully aided 
and abetted violations of Sections 7(c), 15(b) and 
17(a) of the Exchange Act, Regulation T 
promulgated thereunder by the Board of Governors 
of the Federal Reserve Board, and Rules 15b3-1 and 
17a-3 promulgated under the Exchange Act; that 
Registrant willfully violated and Collins willfully 
aided and abetted violations of Section 203(c) ofthe 
Investment Advisers Act of 1940 and Rule 204-1 
thereunder.? The Commission further finds that it is 
in the public interest to impose the sanctions 
specified in the offer of settlement. 


Accordingly, and on the basis of Collins’s 
representation that he has not been associated with 
any broker, dealer or investment adviser since 
October 23, 1975, and on the basis of Registrant's 
representation that it has not engaged in business as 
a broker, dealer or investment adviser since October 
23, 1975, and in light of the proposed cancellation of 
registrant’s registrations, the Commission’s Order 
Imposing Remedial Sanctions and Dismissing 
Proceedings in Part dated October 23, 1975 (but not 
its opinion) is hereby reinstated and modified in 
pertinent part as follows: 


IT IS ORDERED 


1. That Collins Securities Corporation’s registra- 
tions as a broker dealer and as an investment adviser 
be, and they hereby are, suspended for six months 
from the date of this reinstated order and that 
without further order of the Commission said 





2The Order for Proceedings additionally alleged 
violations of Exchange Act Rule 10b-5. In their offer 
of settlement Registrant and Collins do not consent 
to findings of violations of Rule 10b-5 and in 
accepting their offer of settlement the Commission 
concludes this matter without determining whether 
respondents did, or did not, violate Rule 10b-5. The 
previous findings and opinion of the Commission, 
dated October 23, 1975; 8 SEC Docket 250, was 
vacated by the decision of the U.S. Court of Appeals, 
- Collins Securities Corp. v. SEC, 562 F.2d 820 (D.C. 
Cir. 1977). 
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registrations be, and they hereby are, cancelled 
effective six months from the date of this reinstated 
order. 


2. That Collins be, and he hereby is, suspended from 
association with any broker, dealer or investment 
adviser for three months from the date of this 
reinstated order. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17213/October 14, 1980 


FOCUS REPORTING SYSTEM; REQUIREMENTS FOR 
FINANCIAL REPORTING 


ACTION: Extension of comment period. 


SUMMARY: On September 9, 1980, the Commission 
published for comment proposed amendments to 
Form X-17A-5, the Financial and Operational 
Combined Uniform Single (“FOCUS”) Report and 
Rule 17a-5 under the Securities Exchange Act of 
1934. The Commission is extending the period for 
submitting comments until October 31, 1980. 


DATE: Comments must be received on or before 
October 31, 1980. 


ADDRESSES: All comments should be directed in 
triplicate to George A. Fitzsimmons, Secretary, 
Securities and Exchange Commission, Room 892, 
500 North Capitol Street, Washington, D.C. 20549. 
Comments should refer to File No. S7-851 and will 
be available for inspection at the Commission’s 
Public Reference Room, Room 6101, 1100 L Street, 
N.W., Washington, D.C. 


FOR FURTHER INFORMATION CONTACT: James G. 
Moody, Division of Market Regulation, Securities and 
Exchange Commission, Washington, D.C. 20549 
(202) 272-2370; or William J. Atkinson, Directorate 
of Economic and Policy Analysis, Securities and 
Exchange Commission, Washington, D.C. 20549 
(202) 523-5493. 
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SUPPLEMENTARY INFORMATION: On September 9, 
1980, the Commission published for comment 
Proposed Amendments to Part I, Part II, and Part IIA 
of Form X-17A-5 (17 CFR 249.617), the Financial 
and Operational Combined Uniform Single 
(“FOCUS”) Report and Rule 17a-5 (17 CFR 240.17a- 
5) under the Securities Exchange Act of 1934. The 
proposed amendments would revise the Form so as 
to clarify certain financial and operational reporting 
requirements of securities brokers and dealers, to 
require more detailed reporting of some items, and 
to eliminate or consolidate other items. Rule 17a-5 
would be amended to require the filing of two copies 
of the annual audited report at the Commission's 
headquarters’ office instead of the single copy now 
required. 


Notice of the request for comments was given by 
Securities Exchange Act Release No. 34-17138 
(September 9, 1980) and by publication in the 
Federal Register (45 FR 62092 (September 18, 
1980)). Interested persons were invited to submit 
written comments prior to October 15, 1980. It 
appears that the comment period may be 
inadequate for some interested members of the 
public to submit responsible comments on the 
proposed changes. 


Accordingly, the Commission today has extended 
the period for the submission of written comments 
concerning the foregoing proposed amendments 
until October 31, 1980. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17214/October 14, 1980 


NOTICE OF EFFECTIVENESS OF A PROPOSED RULE 
CHANGE BY THE STOCK CLEARING CORPORATION 
OF PHILADELPHIA (File No. SR-SCCP-80-4) 


The Stock Clearing Corporation of Philadelphia 
(“SCCP”) submitted on October 1, 1980, a proposed 
rule change reducing the fee for deposits of 
securities known as “legal” items from $15.00 to 
$7.50. 
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The foregoing rule change has become effective 
pursuant to Section 19(b)(3)(A) of the Securities 
Exchange Act of 1934 and Rule 19b-4 thereunder. At 
any time within sixty days of the filing of such 
proposed rule change, the Commission may 
summarily abrogate the rule change if it appears to 
the Commission that such action is necessary or 
appropriate in the public interest, for the protection 
of investors, or otherwise in furtherance of the 
purposes of the Securities Exchange Act of 1934. 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
October 20, 1980. Interested persons are invited to 
submit written data, views and arguments 
concerning the submission within twenty-one days 
from the date of publication in the Federal Register. 
Persons desiring to make written submissions 
should file six copies thereof with the Secretary of 
the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-SCCP-80-4. 


Copies of the submission, with accompanying 
exhibits, and of all written comments will be 
available for public inspection at the Securities and 
Exchange Commission’s Public Reference Room, 
1100 L Street, N.W., Washington, D.C. Copies of the 
filing will also be available at the principal office of 
the above-mentioned self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17215/October 14, 1980 


NOTICE OF EFFECTIVENESS OF A PROPOSED RULE 
CHANGE BY THE NATIONAL SECURITIES 
CLEARING CORPORATION (File No. SR-NSCC-80- 
28) 


The National Securities Clearing Corporation 
(“NSCC”) submitted on September 25, 1980, a 
proposed rule change permanently establishing the 
$10.00 processing fee for dividend claims against 
NSCC’s NCC & Co. nominee. This fee change 
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continues the use of the fee initially established on 
October 24, 1979 by SR-NSCC-79-13 for a period of 
one year. 


The foregoing rule change has become effective 
pursuant to Section 19(b)(3)(A) of the Securities 
Exchange Act of 1934 and Rule 19b-4 thereunder. At 
any time within sixty days of the filing of such 
proposed rule change, the Commission may 
summarily abrogate the rule change if it appears to 
the Commission that such action is necessary or 
appropriate in the public interest, for the protection 
of investors, or otherwise in furtherance of the 
purposes of the Securities Exchange Act of 1934. 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
October 20, 1980. Interested persons are invited to 
submit written data, views and arguments 
concerning the submission within twenty-one days 
from the date of publication in the Federal Register. 
Persons desiring to make written submissions 
should file six copies thereof with the Secretary of 
the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-NSCC-80-28. 


Copies of the submission, with accompanying 
exhibits, and of all written comments will be 
available for public inspection at the Securities and 
Exchange Commission’s Public Reference Room, 
1100 L Street, N.W., Washington, D.C. Copies of the 
filing will also be available at the principal office of 
the above-mentioned self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17216/October 14, 1980 


In the Matter of 
PHILADELPHIA STOCK EXCHANGE 


17th Street & Stock Exchange Place 
Philadelphia, PA 19103 


(SR-Phix-80-20) 
ORDER APPROVING PROPOSED RULE CHANGE 
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On August 25, 1980, the Philadelphia Stock 
Exchange, Inc. (“Phix”) filed with the Commission, 
pursuant to Section 19(b)(1) of the Securities 
Exchange Act of 1934, 15 U.S.C. 78(s)(b)(1) (“Act”) 
and Rule 19b-4 thereunder, copies of a proposed 
rule change regarding exchange disciplinary 
procedures. The rules set forth, among other things, 
procedures relating to investigations, the issuance 
of complaints, hearings and review. The rules also 
define the powers of the Business Conduct 
Committee the Hearing Committee and its panels 
and staff. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Cornmission Release 
(Securities Exchange Act Release No. 34-17130, 
September 8, 1980) and by publication in the 
Federal Register (45 FR 61058, September 15, 
1980). All written statements with respect to the 
proposed rule change which were filed with the 
Commission and all written communications 
relating to the proposed rule change between the 
Commission and any person were considered and 
(with the exception of those statements or com- 
munications which may be withheld from the public 
in accordance with the provisions of 5 U.S.C. §552) 
were made available to the public at the 
Commission’s Public Reference Room. 


The Commission finds that the proposed rule 
changes are consistent with the requirements of the 
Act and the rules and regulations thereunder 
applicable to national securities exchanges. In 
particular, the proposed rule changes enhance the 
exchange’s ability to comply with its statutory 
obligations to enforce compliance with the Act, the 
rules and regulations thereunder, and its own rules; 
to discipline its members and their associated 
persons for rule violations in an appropriate manner 
with fitting sanctions; and to provide fair procedures 
for discipline in accordance with Sections 6(b)(1), 
(6) and (7), respectively. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned 
proposed rule change be, and it hereby is, approved. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 17217/October 14, 1980 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY NATIONAL ASSOCIATION OF SECURITIES 
DEALERS, INC. 


File No. SR-NASD-80-17 


The National Association of Securities Dealers, Inc. 
(the “NASD” or the “Association”) submitted on 
October 1, 1980, a proposed rule change under Rule 
19b-4 to amend Section C.4 of Part | of Schedule D of 
the Association’s By-Laws to permit a market 
makers initial registration in a security not 
previously authorized to become effective 
immediately during the initial week of quotations on 
the Association’s Automated Quotation System 
(“NASDAQ”), if the request for registration is 
received by the NASD within five (5) business days of 
authorization of the security. 


Publication of the submission is expected to be 
made in the Federa/ Register during the week of 
October 20, 1980. In order to assist the Commission 
in determining whether to approve the proposed rule 
change or to institute proceedings to determine 
whether the proposed rule change should be 
disapproved, interested persons are invited to 
submit written data, views and arguments 
concerning the submission within 21 days from the 
date of publication in the Federal Register. Persons 
desiring to make written comments should file six 
copies thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North 
Capitol Street. Washington, D.C. 20549. Reference 
should be made to File No. SR-NASD-80-17. 


Copies of the submission, all subsequent 
amendments, all written statements with respect to 
the proposed rule change which are filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those which 
may be withheld from the public in accordance with 
the provisions of 5 U.S.C. §552, will be available for 
inspection and copying at the Commission’s Public 
Reference Room, 1100 L Street, N.W., Washington, 
D.C. 


Copies of the filing and of any subsequent 
amendments will also be available at the principal 
office of the above-mentioned self-regulatory 
organization. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 
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George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17218/October 9, 1980 


INVESTMENT ADVISERS ACT OF 1940 
Release No. 734/October 9, 1980 


In the Matter of 


JOHN ROBERT PFUETZE DBA PFUETZE 
INVESTMENTS 


Robert H. Davenport, Administrator of the Denver 
Regional Office of the Securities and Exchange 
Commission announced that the Commission has 
ordered administrative proceedings pursuant to 
Sections 203(e) and (f) of the Investment Advisers 
Act of 1940, (“Act”), and Section 15(b) of the 
Securities Exchange Act of 1934, (“Exchange Act”), 
against John Robert Pfuetze dba Pfuetze Invest- 
ments, (“Registrant”) an investment adviser located 
in Littleton, Colorado. The order for proceedings 
alleges violations of the registration and antifraud 
provisions of the Securities Act of 1933, (“Securities 
Act”) and the Exchange Act; violations of certain 
recordkeeping and filing provisions of Section 204 of 
the Act and Rules 204-1 and 204-2 thereunder, and 
of certain antifraud provisions of Section 206 of the 
Act in that, among other things, Registrant: (1) 
offered, sold, and delivered after sale unregistered 
securities of at least seven issuers which securities 
had been contemporaneously purchased by 
Registrant from said issuers; (2) acted as a broker- 
dealer without being registered as such; (3) failed to 
disclose conflicts of interest; (4) used false 
advertisements in soliciting clients; and (5) failed to 
have clients’ funds and securities in his possession 
verified by an independent public accountant. The 
order also alleges violations of Section 207 concern- 
ing material misstatements and omissions in 
connection with a registration application required 
to be filed with the Commission. 


A hearing will be scheduled to take evidence on the 
staffs allegations and to afford Registrant an 
opportunity to present any defenses thereto. The 
purpose of the hearing is to determine whether the 
allegations are true and whether any remedial action 
should be ordered by the Commission. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 17219/October 14, 1980 


An order has been issued granting the application of 
the American Stock Exchange, Inc. to strike the 
common stock ($1 par value) of CITATION 
COMPANIES, INC. (THE) from listing and 
registration thereon. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17220/October 14, 1980 


A notice has been issued giving interested persons 
until November 4, 1980 to comment on the 
application of the Midwest Stock Exchange, 
Incorporated for unlisted trading privileges in the 
common stock ($2.50 par value) of UNR 
INDUSTRIES, INC. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17221/October 16, 1980 


Admin. Proc. File No. 3-5967 
In the Matter of 


SAUL RING 
JEROME E. ROSEN 


ORDER INSTITUTING ADMINISTRATIVE PROCEED- 
INGS AND ORDER IMPOSING REMEDIAL 
SANCTIONS 


In anticipation of the institution of these administra- 
tive proceedings, Jerome E. Rosen (“Rosen”) and 
Saul Ring (“Ring”), who are associated persons of 
broker-dealers registered with the Commission 
pursuant to Section 15(b) of the Securities Exchange 
Act of 1934 (“Exchange Act”) and members of the 
National Association of Securities Dealers, Inc., have 
submitted Offers of Settlement which the 
Commission has determined to accept. 


Solely for the purpose of these proceedings and any 
other proceeding pursuant to specified sections of 
the Exchange Act, and without admitting or denying 
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the findings herein, Ring and Rosen consent to the 
findings and sanctions set forth below. 


Accordingly, IT IS ORDERED that proceedings 
pursuant to Sections 15(b) and 19(h) of the 
Exchange Act be and hereby are instituted. 


On the basis of this Order for Proceeding (“Order”) 
and the Offers of Settlement, the Commission finds 
that Rosen and Ring willfully violated Sections 5(a) 
and 5(c) of the Securities Act of 1933 in that they 
engaged in an unlawful distribution of unregistered 
Westamerica Automotive Corporation common 
stock during 1976 and 1977. 


In view of the foregoing, the Commission deems it 
appropriate and in the public interest to impose the 
sanctions specified in the Offers of Settlement. 


Accordingly, IT iS ORDERED that Rosen and Ring are 
each suspended from association with any broker or 
dealer for a period of fourteen (14) calendar days, 
and thereafter Ring is suspended from association in 
a supervisory capacity with any broker or dealer for 
an additional seven (7) calendar days. 


IT IS FURTHER ORDERED that Rosen and Ring will 
prepare and adopt compliance procedures, not 
objectionable to the staff of the Commission, 
designed to assure that Rosen and Ring comply with 
the basic standards of conduct required of 
registered broker-dealers and those associated with 
them in meeting their responsibilities in connection 
with sales of unregistered securities, such 
compliance procedures to include an undertaking 
by Rosen and Ring that their compliance with said 
procedures be supervised by a qualified supervisory 
person associated with the broker-dealer with whom 
Rosen and Ring are associated or become 
associated; with said supervision to continue for a 
period of two years from the date of this Order. 


This Order shall be effective at the opening of 
business on the first Monday after the date hereof. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING 
COMPANY ACT OF 1935 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21742/October 9, 1980 


In the Matter of 


PUBLIC SERVICE COMPANY OF OKLAHOMA 
P.O. Box 201 
Tulsa, Oklahoma 74102 


TRANSOK PIPE LINE COMPANY 
600 South Main Street 
Tulsa, Oklahoma 74101 


(70-6501) 
NOTICE OF PROPOSAL TO SELL AND LEASE BACK 


OFFICE BUILDING; GUARANTEE OF LESSEE’S 
OBLIGATIONS BY AFFILIATE 


NOTICE IS HEREBY GIVEN that Transok Pipe Line 


Company (“Transok”), an intrastate pipe line 
company and a subsidiary of Public Service 
Company of Oklahoma (“PSO”), an electric utility 
subsidiary of Central and South West Corporation, a 
registered holding company, has, with its parent, 
filed a declaration with this Commission pursuant to 
the Public Utility Holding Company Act of 1935 
(“Act”), designating Sections 6(a), 7, 12(b) and 12(f) 
of the Act and Rule 45 promulgated thereunder as 
applicable to the proposed transaction. All 
interested persons are referred to the declaration, 
which is summarized below, for a complete 
statement of the proposed transaction. 


PSO owns an office building in Tulsa, Oklahoma 
which it presently leases to Transok for a rental of 
$28,290 per month. The property has a depreciated 
book value of $1,028,244 and a fair market value of 
approximately $3,750,000, determined pursuant to 
appraisal. PSO proposes to sell the property to 
Pubson Associates Limited Partnership, a 
Connecticut limited partnership (“lessor”) to be 
formed by Integrated Resources, Inc., which 
partnership will own the property and enter into a 
long term net lease (“lease”) with Transok as lessee. 
The sales price of the property will be $3,750,000 
cash, subject to appraisal. PSO will guarantee to the 
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lessor all of Transok’s obligations as lessee under the 
lease. 


The lease will have a term of 25 years (“basic term’), 
beginning on the closing date of the transaction, 
which is anticipated to occur in November, 1980, 
and will contain two 10-year renewal options. As 
rental for the use of the property, Transok will agree 
to pay, monthly in arrears, .643% of the capitalized 
cost of the property during the first 5 years of the 
basic term, 1.003% of the capitalized cost of the 
capitalized 1.192% of the capitalized cost of the 
property during the third 5 years of the basic term 
and 1.303% of the capitalized cost of the property 
during the last 10 years of the basic term of the lease. 
If Transok exercises the renewal options, it will be 
required to pay .767% of the capitalized cost of the 
property, monthly in arrears, during each month of 
the renewal term. Capitalized cost, for purpose of 
caiculating the rentals payable by Transok, is 
defined to be an amount equal to the Lessor’s 
purchase price of the property from PSO plus 
amounts paid by the lessor for title insurance, 
recording costs, mortgage taxes and any other costs 
incurred by the lessor in connection with its 
permanent mortgage loan. The foregoing rentals 
have been calculated by the lessor on the 
assumption that it can obtain permanent financing 
on terms acceptable to it at a fixed annual interest 
cost of 12%. The lessor has advised PSO that it has a 
commitment from an insurance company to provide 
this financing at the assumed interest rate but the 
base rentals are subject to adjustment, upward or 
downward, in the event the permanent financing is 
at an interest cost other than 12% per annum. 


The lease will be a net lease and in addition to 
Transok’s obligation to pay rentals, Transok will be 
required to pay all taxes (other than income taxes of 
the lessor), assessments, utility charges, the cost of 
insurance, repairs and maintenance and will agree 
to maintain the property in good order and repair and 
to keep the property free of all liens and 
encumbrances except those permitted by the terms 
of the lease. If during the term of the lease the 
property sustains a casualty (including condemna- 
tion) which renders the property unsuitable for 
restoration and continued use by Transok, or if at any 
time during the last 10 years of the 25 year basic 
term of the lease Transok determines that the 
property has become uneconomical for continued 
use in Transok’s operations, the lease will terminate 
and Transok will be required to make a rejectable 
offer to purchase the property at a price determined 
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by reference to a casualty value schedule 
designated in the lease. Transok will be given the 
right to sublease the property provided that, upon 
such a sublease, its obligation under the lease and 
PSO’s obligations under the guaranty will not be 
affected. 


PSO will enter into an Agreement of Guaranty (the 
“Guaranty”) with the lessor pursuant to which PSO 
will agree, unconditionally and irrevocably, to 
perform, observe and discharge each and every one 
of the convenants, agreements, terms and 
conditions of Transok under the lease, to the extent 
not performed by Transok. The Guaranty will provide 
that PSO shall be required to perform the obligations 
of Transok under the lease in the event of the dis- 
affirmance of the lease by a trustee or receiver of the 
property of Transok in a bankruptcy proceeding 
affecting Transok. PSO will further agree under the 
guaranty to provide to the lessor certain informa- 
tion relating to its financial condition. 


The proceeds to be derived from the sale of the 
property will be used by PSO to repay short-term 
borrowings which were incurred for PSO obligations, 
including projects under construction. 
Approximately $13,400,000 of short-term 
borrowings are expected to be outstanding as of 
November 30, 1980, the anticipated closing date of 
the sale to the lessor. No funds generated from the 
sale of the property will be utilized to pay the cost of 
facilities which would not be needed to provide 
service to customers of PSO if it were not part of the 
Central and South West System. No expenditures 
will be made by PSO for the construction or 
acquisition of any facility not so needed prior to the 
time all funds covered by this declaration have been 
expended. For the purpose of the foregoing 
representation, it is assumed that none of the 
facilities the construction or acquisition of which 
would be part of any proposal forming the subject of 
the proceedings in Central and South West 
Corporation, et al. (File No. 3-4951), would be 
needed to provide service to customers of PSO if it 
were not part of the Central and South West System. 


A statement of the fees, commissions and expenses 
to be incurred in connection with the proposed 
transaction will be filed by amendment. It is stated 
that no state or federal regulatory authority, other 
than this Commission, has jurisdiction over the 
proposed transaction 


NOTICE IS FURTHER GIVEN that any interested 
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person may, not later than November 3, 1980, 
request in writing that a hearing be held on such 
matter, stating the nature of his interest, the reasons 
for such request, and the issues of fact or law raised 
by the filing which he desires to controvert; or he may 
request that he be notified if the Commission should 
order a hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request should be served personally or by mail 
upon the declarants at the above-stated addresses, 
and proof of service (by affidavit or, in case of an 
attorney at law, by certificate) should be filed with 
the request. At any time after said date, the 
declaration, as filed or as it may be amended, may be 
permitted to become effective as provided in Rule 23 
of the General Rules and Regulations promulgated 
under the Act, or the Commission may grant 
exemption from such rules as provided in Rules 
20(a) and 100 thereof or take such other action as it 
may deem appropriate. Persons who request a 
hearing or advice as to whether a hearing is ordered 
will receive any notices or orders issued in this 
matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21743/October 10, 1980 


In the Matter of 


MIDDLE SOUTH UTILITIES, INC. 
New Orleans, Louisiana 


(70-6489) 


ORDER AUTHORIZING ISSUANCE AND SALE OF 
COMMON STOCK AT COMPETITIVE BIDDING 


Middle South Utilities, Inc. (“Middle South’), a 
registered holding company, has filed a declaration 
and amendments thereto with this Commission 
pursuant to Sections 6(a) and 7 of the Public Utility 
Holding Company Act of 1935 (“Act”) and Rule 50 
promulgated thereunder regarding the following 
proposed transaction. 


Middle South proposes to issue and sell, subject to 
the competitive bidding requirements of Rule 50 
under the Act, up to 8,000,000 authorized but 
unissued shares of common stock, $5 par value, to 
underwriters or investment bankers who will 
promptly make a public offering thereof. 


The net proceeds to be derived from the sale of the 
common stock (presently estimated to be approxi- 
mately $100,000,000) will be applied toward the 
reduction of Middle South’s then outstanding bank 
loans made pursuant to the credit agreement 
between Middle South and various commercial 
banks dated as of June 27, 1980. The amount of the 
loans to be outstanding is estimated to be 
$198,000,000. Proceeds derived from the bank 
borrowings are used to acquire common stock of 
Middle South’s subsidiary companies which apply 
such funds to construction, acquisition of property, 
retirement of short-term indebtedness, and other 
corporate purposes. 


Middie South Energy, Inc., (“MSEI”), is a wholly- 
owned subsidiary of Middle South whose function is 
to construct Grand Gulf Electric Generating Unit No. 
1 and No. 2 near Port Gibson, Mississippi. MSEI has 
covenanted with its bondholders and with the 
holders of its bank notes that Grand Gulf Unit No. 1 
will be placed in commercial operation no later than 
December 31, 1982, and, with the bondholders that 
Grand Gulf Unit No. 2 will be placed in commercial 
operation no later than December 31, 1986. If either 
of these covenants is not fulfilled or if MSEI defaults 
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with respect to either the bonds or the bank 
borrowings, MSEl’s outstanding obligations will 
become due and payable by MSEI and by Middle 
South under its Capital Funds Agreement, unless 
extensions of time can be arranged. MSEI has 
assigned, as security, to the banks and tothe trustee 
for the bondholders its rights under its Availability 
Agreement with Middle South's five electric utility 
subsidiaries. It provides that no later than December 
31, 1982, the operating companies will begin paying 
MSE! such amounts as will be at least equal to 
MSEI’s operating expenses or an equivalent amount 
if Unit No. 1 is not in operation, including MSEl’s 
interest charges and depreciation expenses. 


No state commission and no federal commission, 
other than this Commission, has jurisdiction over the 
proposed transaction. 


Due notice of the filing of said declaration has been 
given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 21697), and 
no hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the 
record, it is hereby found that the applicable 
standards of the Act and the rules thereunder are 
satisfied and that no adverse findings are necessary; 
and that it is appropriate in the public interest and in 
the interest of investors and consumers that said 


declaration, as amended, be permitted to become 
effective: : 


IT IS ORDERED, pursuant to the applicable 
provisions of the Act and rules thereunder, that said 
declaration, as amended, be, and it hereby is, 
permitted to become effective forthwith, subject to 
the terms and conditions prescribed in Rules 24 and 
50 promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21744/October 14, 1980 


In the Matter of 


WEST PENN POWER COMPANY 
800 Cabin Hill Drive 
Greensburg, Pennsylvania 15601 


(70-6505) 


NOTICE OF PROPOSAL TO ISSUE AND SELL 
PROMISSORY NOTES TO AUTHORITY IN 
CONNECTION WITH FINANCING OF POLLUTION 
CONTROL FACILITIES 


NOTICE IS HEREBY GIVEN that West Penn Power 
Company (“West Penn”), an electric utility 
subsidiary company of Allegheny Power System, 
Inc., a registered holding company, has filed an 
application-declaration with this Commission 
pursuant to the Public Utility Holding Company Act 
of 1935 (“Act”), designating Sections 6, 7,9, 10 and 
12 of the Act as applicable to the proposed 
transactions. All interested persons are referred to 
the application-declaration, which is summarized 
below, for a complete statement of the proposed 
transactions. 


The proposed transactions involve the financing, 
including the transfer to and purchase from 


Washington County Industrial Development 
Authority (“Authority”) by West Penn, of certain air 
and water pollution control equipment and facilities 
including a flue gas desulferization system, 
associated sludge disposal and handling facilities, 
precipitators, lime unloading handling and storage 
facilities, fly ash handling systems, a new chimney, 
associated land and interests in land and equipment 
(collectively known as the “Facilities”), now under 
construction at West Penn’s Mitchell Power Station 
(“Mitchell”) located in Washington County, 
Pennsylvania. The Facilities are required to be 
installed to meet air quality standards pursuant to 
consent decrees embodying settlement agreements 
with the Federal Environmental Protection Agency 
and the Pennsylvania Department of Environmental 
Resources. 


The Authority proposes to finance the Facilities by 
issuing and selling its tax exempt pollution control 
revenue bonds (“Bonds”) in one or more series with 
a maturity of not less than three and not more than 
forty years. It is not expected that the amount of 
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Bonds to be issued will exceed $60 million. The 
Bonds will be issued in either coupon or registered 
form under a trust indenture with a corporate trustee 
approved by West Penn, which will provide for 
redemption, sinking funds, no call and other 
appropriate provisions, and such bonds shall be sold 
at such times, in such principal amounts, at such 
rates and for such prices as shall be approved by 
West Penn. 


At the date the financing is consummated, West 
Penn will transfer to the Authority title to those 
portions of the Facilities then in place at Mitchell, 
subject to the first mortgage lien of the indenture 
securing West Penn’s first mortgage bonds and to a 
second lien to be imposed on the Facilities. Title to 
those portions of the Facilities thereafter 
constructed shall vest in the Authority. The 
aggregate purchase price of the Facilities will be an 
amount equal to the aggregate principal amount of 
the Bonds issued by the Authority. 


To evidence its obligation to pay the purchase price 
of the Facilities, West Penn will deiiver concurrently 
with the issuance of each series of Bonds its non- 
negotiable pollution control notes (‘‘Notes”), 
corresponding to such series of Bonds with respect 
to principal amount, interest rates and redemption 
provisions and having installments of principal 
corresponding to any mandatory sinking fund 
payments and stated maturities. Payments on such 
notes will be made to the trustee and applied to pay 
the maturing principal, redemption prices, interest 
and other costs of the Bonds as the same become 
due. West Penn also proposes to pay any trustees’ 
fees or other expenses incurred by the Authority. The 
Notes will be secured by a second lien on the 
Facilities and certain other properties, pursuant toa 
Mortgage and Security Agreement creating a 
mortgage and security interest in the Facilities and 
certain other property. It is stated that the Notes will 
not constitute “unsecured debt” within the meaning 
of the provisions of West Penn's charter. 


West Penn intends to accomplish a permanent long- 
term financing of the Facilities through the proposed 
transactions. If the current high interest rates prevail 
at the proposed time of the financing, it may be 
advantageous for West Penn to complete the 
financing in two phases. The first phase would be the 
issuance of three year bonds by the Authority and 
notes by West Penn. The second phase would be the 
refunding of those three year bonds and notes 
sometime prior to their maturity with long term 
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bonds and notes having a maturity not to exceed 
forty years. Such refunding would be the subject of a 
post-effective amendment. 


It is expected that the Authority will engage 
Goldman, Sach’s & Co. and any co-managers that 
may be desirable to provide financing advice and, 
together with such other underwriters as may be 
designated, to underwrite the sale of the Bonds. 
Fees, commissions and expenses of the 
underwriters and of legal counsel will be included in 
the total cost of the Facilities. 


The Bonds will be secured by the Notes and will be 
supported by various covenants of West Penn to be 
contained in a Pollution Control Financing 
Agreement. West Penn will cause the Facilities to be 
completed and will have complete confrol of the 
operation of the Facilities including maintenance 
thereof. 


The proceeds to be received by West Penn will be 
added to its general funds to reimburse its treasury 
for expenditures made or to be made in connection 
with the Facilities, including costs to complete 
construction thereof and to pay fees and expenses 
associated therewith. As of December 31, 1980, it is 
expected that about $20 million of such 
expenditures will have been made. 


The fees, commissions and expenses to be incurred 
in connection with the proposed transactions will be 
supplied by amendment. The proposed transactions 
are subject to authorization by the Public Utility 
Commission of Pennsylvania. The Department of 
Environmental Resources of the State of 
Pennsylvania will be required to certify that the 
Facilities are being installed for air quality purposes. 
The Secretary of Commerce of the Commonwealth 
of Pennsylvania is required to certify the proposed 
transactions. It is stated that no other state 
commission and no federal commission, other than 
this Commission, has jurisdiction over the proposed 
transactions. 


NOTICE IS FURTHER GIVEN that any interested 
persons may, not later than November 10, 1980, 
request in writing that a hearing be held on such 
matter, stating the nature of his interest, the reasons 
for such request, and the issues of fact or law raised 
by the filing which he desires to controvert; or he may 
request that he be notified if the Commission should 
order a hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange 
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Commission, Washington, D.C. 20549. A copy of 
such request should be served personally or by mail 
upon the applicant-declarant at the above-stated 
address, and proof of service (by affidavit or, in case 
of an attorney at law, by certificate) should be filed 
with the request. At any time after said date, the 
application-declaration, as filed or as it may be 
amended, may be granted and permitted to become 
effective as provided in Rule 23 of the General Rules 
and Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules 
as provided in Rule 20(a) and 100 thereof or take 
such other action as it may deem appropriate. 
Persons who request a hearing or advice as to 
whether a hearing is ordered will receive any notices 
or orders issued in this matter, including the date of 
hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21745/October 15, 1980 


In the Matter of 


BLACKSTONE VALLEY ELECTRIC COMPANY 
Washington Highway, P.O. Box 111 
Lincoln, Rhode Island 02865 


(70-6510) 


NOTICE OF PROPOSED AMENDMENT OF PRE- 
FERRED STOCK PROVISIONS AND ORDER 
AUTHORIZING SOLICITATION OF PROXIES 


NOTICE IS HEREBY GIVEN that Blackstone Valley 
Electric Company (“BVEC”), an electric utility 
subsidiary company of Eastern Utilities Associates, 


a registered holding company, has filed a 
declaration with this Commission, pursuant to the 
Public Utility Holding Company Act of 1935 (“Act”), 
designating Sections 6(a), 7, and 12(e) thereof and 
Rules 62 and 65 promulgated thereunder as 
applicable to the proposed transactions. All 
interested persons are referred to the declaration, 
which is summarized below, for a complete 
statement of the proposed transactions. 
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The declaration states that the provisions relating to 
the issuance and the terms, limitations and relative 
rights and preferences of the preferred stock of 
BVEC are set out in the Preferred Stock Provisions. 
The Preferred Stock Provisions provide that, except 
with the consent of a majority of the preferred stock 
then outstanding, the amount of unsecured 
indebredness of BVEC having maturities of less than 
ten years which the company may issue or assume 
shall not exceed 10% of the sum of the principal 
amount of all bonds and other securities 
representing secured indebtedness and the capital 
(including premiums on capital stock) and surplus 
of the company and that the amount of all unsecured 
indebtedness of the company issued or assumed 
shall not exceed 20% of such sum. 


BVEC proposes to amend the Preferred Stock 
Provisions and intends to hold a specia! meeting of 
the holders of its preferred stock on November 20, 
1980, to permit such shareholders to consider and 
act upon a proposal to authorize BVEC, fora five year 
period, to issue or assume unsecured indebtedness 
having maturities of less than ten years in excess of 
the present 10% limitation thereon. Under the 
applicable provisions of the Preferred Stock 
Provisions, adoption of the proposal with respect to 
the short-term unsecured debt limitation requires 
the affirmative vote of a majority of the total number 
of outstanding shares of BVEC’s preferred stock 
(which consists of two series) voting as a single 
class. 


In connection with the special meeting to be held on 
November 20, 1980, BVEC proposes to solicit 
proxies seeking the affirmative vote of holders of its 
preferred stock with respect to the above-described 
amendment to the Preferred Stock Provisions. 


It is stated that no state or federal commission, other 
than this Commission, has jurisdiction over the 
proposed transactions. A statement of the fees and 
expenses to be incurred in connection with the 
proposed transactions is to be filed by amendment. 
BVEC has filed its proxy solicitation material and 
requests that the effectiveness of its declaration with 
respect to the solicitation be accelerated as provided 
in Rule 62. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than November 10, 1980, 
request in writing that a hearing be held on such 
matter, stating the nature of his interest, the reasons 
for such request, and the issues of fact or law raised 
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by said declaration which he desires to controvert; or 
he may request that he be notified ifthe Commission 
should order a hearing thereon. Any such request 
should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549. A 
copy of such request should be served personally or 
by mail upon the declarant at the above-stated 
address, and proof of service (by affidavit or, in case 
of an attorney at law, by certificate) should be filed 
with the request. At any time after said date, the 
declaration, as filed or as it may be amended, may be 
permitted to become effective as provided in Rules 
23 of the General Rules and Regulations 
promulgated under the Act, or the Commission may 
grant exemption from such rules as provided in 
Rules 20(a) and 100 thereof or take such other 
action as it may deem appropriate. Persons who 
request a hearing or advice as to whether a hearing is 
ordered will receive any notices or orders issued in 
this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


It appearing to the Commission that BVEC’s 
declaration regarding the proposed solicitation of 
proxies should be permitted to become effective 
forthwith pursuant to Rule 62 and that jurisdiction 
should be reserved with respect to the expenses 
thereof: 


IT IS ORDERED that the declaration regarding the 
proposed solicitation of proxies be, and it hereby is, 
permitted to become effective forthwith pursuant to 
Rule 62, and that jurisdiction be, and it hereby is, 
reserved with respect to the expenses thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21746/October 15, 1980 


In the Matter of 


LOUISIANA POWER & LIGHT COMPANY 
142 Delaronde Street 
New Orleans, Louisiana 70174 


(70-6508) 


NOTICE OF PROPOSED ISSUANCE AND SALE OF 
FIRST MORTGAGE BONDS AT COMPETITIVE 
BIDDING 


NOTICE IS HEREBY GIVEN that Louisiana Power & 
Light Company (‘Louisiana’), an electric utility 
subsidiary of Middle South Utilities, Inc., a 
registered holding company, has filed a declaration 
with this Commission pursuant to the Public Utility 
Holding Company Act of 1935 (“Act”), designating 
Sections 6(a) and 7 of the Act and Rule 50 
promulgated thereunder as applicable to the 
following proposed transaction. Ail interested 
persons are referred to the declaration, which is 
summarized below, for a complete statement of the 
proposed transaction. 


Louisiana proposes to issue and sell, subject to the 
competitive bidding requirements of Rule 50, up to 
$100,000,000 principal amount of its first mortgage 
bonds of a new series having a term of not less than 
five years nor more than thirty years. The interest 
rate of the bonds (which will be a multiple of 1/8th of 
1%) and the price, exclusive of accrued interest, to 
be paid to Louisiana for the bonds (which will not be 
less than 98% nor more than 101-3/4% of the 
principal amount thereof) will be determined by 
competitive bidding. The bonds will be issued under 
Louisiana’s Mortgage and Deed of Trust, dated as of 
April 1, 1944, to The Chase Manhattan Bank 
(National Association), Trustee, as heretofore 
supplemented by various indentures and as it is to 
be further supplemented by a Twenty-eighth 
Supplemental Indenture to be dated as of the first 
day of the calendar month in which the bonds are 
issued. The supplemental indenture will include a 
prohibition, for a period of not more than five years, 
against refunding the bonds, directly or indirectly, 
with funds borrowed at a lower effective interest 
cost. 


Louisiana will use the net proceeds derived from the 
sale of the bonds to pay, in part, short-term 
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borrowings estimated to total $120,000,000 at the 
time the proceeds are received, to finance, in part, 
Louisiana’s construction program (estimated to total 
approximately $263,800,000 in 1980), and for other 
corporate purposes. 


The fees and expenses to be incurred in connection 
with the proposed transaction are estimated at 
$220,000, including legal fees of $51,000 and 
auditor's fees of $9,800. The fee of counsel for the 
purchasers of the bonds is estimated at $19,000 and 
will be paid by the successful bidders. It is stated 
that no state commission and no federal 
commission, other than this Commission, has 
jurisdiction over the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than November 17, 1980, 
request in writing that a hearing be held on such 
matter, stating the nature of his interest, the reasons 
for such request, and the issues of fact or law raised 
by the filing which he desires to controvert; or he may 
request that he be notified if the Commission should 
order a hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request should be served personally or by mail 
upon the declarant at the above-stated address, and 
proof of service (by affidavit or, in case of an attorney 
at law, by certificate) should be filed with the 
request. At any time after said date, the declaration, 
as filed or as it may be amended, may be permitted 
to become effective as provided in Rule 23 of the 
General Rules and Regulations promulgated under 
the Act, or the Commission may grant exemption 
from such rules as provided in Rules 20(a) and 100 
thereof or take such other action as it may deem 
appropriate. Persons who request a hearing or 
advice as to whether a hearing is ordered will receive 
any notices or orders issued inthis matter, including 
the date of hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated autnority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21747/October 16, 1980 


In the Matter of 


ARKANSAS POWER & LIGHT COMPANY 
Little Rock, Arkansas 


(70-6381) 


ORDER APPROVING PROPOSED INCREASE IN 
AMOUNT OF SHORT-TERM BORROWINGS AND 
EXTENSION OF TIME PERIOD DURING WHICH 
SUCH BORROWINGS MAY BE MADE 


Arkansas Power & Light Company (“AP&L”), an 
electric utility subsidiary of Middle South Utilities, 
Inc., a registered holding company, has filed a post- 
effective amendment to a declaration previously 
filed with this Commissioin pursuant to Sections 
6(a) and 7 of the Public Utility Holding Company Act 
of 1935 (“Act”) and Rule 50 promulgated 
thereunder regarding the proposed transaction. 


By order dated January 2, 1980 inthis matter (HCAR 
No. 21380) the Commission authorized AP&L to 
issue and sell from time to time, through June 30, 


1981, up to $150,000,000 aggregate principal 
amount at any one time outstanding of its short-term 
notes to banks and commercial paper to a dealer. 
AP&L now proposes that the aggregate principal 


amount of all such unsecured short-term 
promissory notes to commercial banks that it is 
permitted to have outstanding at any one time be 
increased to the lesser, from time to time, of 
$165,000,000 or 10% of the aggregate of (a) the total 
principal amount of all bonds or other securities 
representing secured indebtedness issued or 
assumed by AP&L and then outstanding, and (b) the 
capital and surplus of AP&L as then stated on its 
books of account. AP&L also proposes that the time 
through which such bank notes and commercial 
paper may be issued be extended to December 31, 
1981 and that the latest maturity date thereof be 
extended to September 30, 1982. 


The proceeds of such borrowings will primarily be 
used by AP&L to finance its construction program 
and to discharge or refund its outstanding 
obligations incurred therefor. 


It is stated that no special or separable fees, 


commissions and expenses will be incurred by AP&L 
in connection with the proposed transaction. It is 
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stated that no state or federal regulatory authority, 
other than this Commission, has jurisdiction over the 
proposed transaction. 


Due notice of the filing of said post-effective 
amendment to said declaration has been given in 
the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 21717), and no hearing has 
been requested of or ordered by the Commission. 
Upon the basis of the facts in the record, it is hereby 
found that the applicable standards of the Act and 
the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is 
appropriate in the public interest and in the interest 
of investors and consumers that said declaration, as 
amended, be permitted to become effective: 


IT IS ORDERED, pursuant to the applicable 
provisions of the Act and rules thereunder, that said 
declaration, as amended, be, and it hereby is, 
permitted to become effective forthwith, subject to 
the terms and conditions prescribed in Rule 24 
promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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TRUST INDENTURE ACT OF 1939 





TRUST INDENTURE ACT OF 1939 
Release No. 591/October 9, 1980 


In the Matter of 


PACIFIC SOUTHWEST AIRLINES 
File No. 22-10730 


APPLICATION PURSUANT TO SECTION 
310(b)(1)(ii) 


The Securities and Exchange Commission has 
issued a Notice giving interested persons until 
October 27, 1980 to request a hearing on an 
application by Pacific Southwest Airlines, pursuant 
to Section 310(b)(1)(ii) of the Trust Indenture Act of 
1939 declaring that the trusteeships of United 
States Trust Company of New York under (i) an 
existing Indenture qualified under the Act in 1967, 
(ii) an existing Indenture qualified under the Act in 
1979; and (iii) two proposed Trust Agreements that 
will not be qualified under the Act, are not so likely to 
involve a material conflict of interest as to make it 
necessary in the public interest or for the protection 
of investors to disqualify the Trust Company from 
acting as trustee under such Indentures or Trust 
Agreements. 





TRUST INDENTURE ACT OF 1939 
Release No. 592/October 10, 1980 


The Securities and Exchange Commission has 
issued a notice giving interested persons until 
November 4, 1980 to request a hearing on an 
application by Jones and Laughlin Steel Corporation 
and Mellon Bank N.A., pursuant to Section 
310(b)(1)(ii) of the Trust Indenture Act of 1939 
declaring that the trusteeship of Mellon Bank N.A. 
under such indentures is not so likely to involve a 
material conflict of interest as to make it necessary 
to disqualify Mellon Bank N.A. from acting as 
trustee. 
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TRUST INDENTURE ACT OF 1939 
Release No. 593/October 10, 1980 


In the Matter of 


HUGHES TOOL COMPANY 
File No. 22-10591 


ORDER GRANTING APPLICATION PURSUANT TO 
SECTION 310(b)(1)(ii) 


The Securities and Exchange Commission has 
issued an order on an application by Hughes Tool 
Company pursuant to Section 310(b)(1)(ii) of the 
Trust Indenture Act of 1939 declaring that the 
trusteeships of Texas Commerce Bank National 
Association (the “Bank”) under (1) an indenture, 
dated as of July 15, 1975; (2) an indenture, dated as 
of November 1, 1978; (3) an indenture, dated as of 
April 1, 1980, heretofore qualified under the Act, and 
(4) an indenture to be entered into between a 
commercial bank as trustee and the Walker County 
Industrial Development Corporation, under which it 
is desired that the Bank serve as trustee, which 
indenture is not qualified under the Act, are not so 
likely to involve a material conflict of interest as to 
make it necessary in the public interest or for the 
protection of investors to disqualify the Bank from 
acting as trustee under any of these indentures. 








INVESTMENT COMPANY ACT OF 1940 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11327A/October 15, 1980 


SEE 


SECURITIES ACT OF 1933 
Release No. 6235A/October 15, 1980 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11390/October 9, 1980 


In the Matter of 


NATIONAL MUNICIPAL TRUST 

NATIONAL MUNICIPAL TRUST, SPECIAL TRUSTS 
THOMSON McKINNON SECURITIES, INC. 

PIPER, JAFFRAY & HOPWOOD INCORPORATED 
c/o Thomson McKinnon Securities Inc. 

One New York Plaza 

New York, New York 10004 


(812-4723) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
AMENDING PRIOR ORDER OF EXEMPTION FROM 
SECTION 22(d) OF THE ACT 


National Municipal Trust, National Municipal Trust, 
Special Trusts, Thomson McKinnon Securities Inc. 
and Piper, Jaffray & Hopwood Incorporated 
(“Applicants”) filed an application on August 27, 
1980, for an order of the Commission pursuant to 
Section 6(c) of the Investment Company Act of 1940 
(“Act”) amending a prior order (“Prior Order’) which 
exempted Applicants from Section 22(d) of the Act 
to permit mandatory redemption of reinvestment 
units at the time of a unitholder’s withdrawal from or 
in the event of termination of the National Municipal 
Trust Reinvestment Program (‘‘Reinvestment 
Program”). The Prior Order was issued on April 14, 
1978 (Investment Company Act Release No. 
10207). 


On September 3, 1980, a notice (Investment 
Company Act Release No. 11329) was issued of the 
filing of said application. The notice gave interested 
persons an opportunity to request a hearing, and 
stated that an order disposing of the application 
woud be issued as of course unless a hearing should 
be ordered. No request for a hearing has been filed, 
and the Commission has not ordered a hearing. 


The matter has been considered, and it is found that 
the granting of the requested exemption is 
appropriate in the public interest and consistent 
with the protection of investors and the purposes 
fairly intended by the policy and provisions of the 
Act. Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act, 


that the application for amendment of the 
Commission’s order dated April 14, 1978, contained 
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in Investment Company Act Release No. 10207 to 
the extent requested, be and hereby is, granted, 
effective forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11391/October 10, 1980 


INDIVIDUALIZED INVESTMENT MANAGEMENT 
SERVICES 


ACTION: Proposed rulemaking. 


SUMMARY: The Commission proposes to adopt a 
rule under the Investment Company Act of 1940 
which would deem investment management 
services which provide their clients with 
individualized treatment not to be investment 
companies. The proposed rule would provide a “safe 
harbor” for any investment manager affording its 
clients individualized treatment. Under such 
circumstances, regulation of investment 
management services under the Investment 
Company Act of 1940 would appear to be 
unnecessary. 


DATE: Comments must be received by January 9, 
1981. 


ADDRESSES: Send comments in triplicate to George 
A. Fitzsimmons, Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. (Refer to File 
No. S7-854.) All comments received will be available 
for public inspection and copying in the Commis- 
sion’s Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. 20549. 


FOR FURTHER INFORMATION CONTACT: Arthur J. 
Brown, Special Counsel (202) 272-2048 or Mark J. 
Mackey, Esq., Investment Company Act Study 
Group, Division of Investment Management, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549 (202) 272- 
3041. 
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States. Applicant states that its deposits are received 
from a broad spectrum of customers, and that 
approximately 38% of its nonbank deposits are retail 
deposits received through a domestic network of 
approximately 100 branches. Applicant states that 
approximately 43% of its nonbank deposits are 
received from corporations. 


Applicant further represents that its loans total 
approximately $1.8 billion and that almost all of its 
loans are to, or guaranteed by, Norwegian persons 
According to Applicant, its loan portfolio is widely 
diversified as to type of borrower. Applicant states 
that its other assets consist principally of Norwegian 
government and government-guaranteed bonds, 
which as of December 31, 1979 amounted to $670 
million. 


Applicant aiso represents that, in addition to its 
deposit and lending business, it engages in othe: 
banking and bank-related activities typical of major 
full service European banks, including fiduciary and 
investment advisory services, money transfers, 
foreign exchange, lease financing and underwriting 
in the Eurobond market. 


According to Applicant, its shares are held by an 
estimated 34,000 investors and are listed on the 
Oslo Stock Exchange. Applicant represents that 
approximately 53% of its shares are held by 
individuals, 31% by institutional investors and 16% 
by the Kingdom of Norway. 


Applicant states that the Government of Norway has 
adopted a statutory and administrative policy to 
ensure the solvency of Norwegian commercial 
banks. It is stated that the basic statute governing 
commercial banks, the Bank Act of 1961 (“Bank 
Act”), provides that bankruptcy proceedings cannot 
be instituted by creditors of commercial banks. 
Applicant also represents that in a report to the 
Norwegian Parliament, the Governor of the 
Norwegian Central Bank (Norges Bank) stated that 
under no circumstances would the Norges Bank 
allow a Norwegian commercial bank to default on its 
Goligations, that Norges Bank would provide 
sufficient loans to achieve that objective, and that 
the Governor of the Norges Bank subsequently 
confirmed in writing that this policy applied to 
commercial paper issued in the United States by a 
Norwegian commercial bank. 


Applicant asserts that it is subject to a regulatory 
structure comparable to that to which United States 
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banks are subject. Applicant states that it is 
supervised by the Norwegian Bank Inspectorate 
(“NBI’), which has broad regulatory and enforce- 
ment powers with respect to commercial banks. It is 
represented that under the Bank Act, a Norwegian 
commercial bank such as Applicant is required to 
hold: (i) cash, deposits at other banks with 
maturities of not more than one month, and 
government obligations with maturities of not more 
than five years, in an amount equal to not less than 
25% of demand deposits and time deposits with 
maturities of not more than one month; (ii) similar 
assets in an amount equal to not less than 5% of time 
deposits from nonbanks; and (iii) similar assets inan 
amount equal to not less than 10% of nonbank 
deposits and demand and one month deposits from 
banks. 


Applicant states that it is required to maintain 
“primary liquid reserves,” consisting generally of 
high quality assets, in an amount currently equal to 
5% of total assets, and that it is currently also 
required to maintain 30% of its assets in Norwegian 
Government and similar high class bonds. Applicant 
also states that it is required to maintain equity 
Capital equal to at least 6.5% of total liabilities after 
deducting cash in hand, amounts receivable from 
Norges Bank and government securities, and 
advances having government or equavalent 
guarantees, and that it is required to maintain a 
reserve fund equal to at least one-half its share 
capital. Applicant represents that the NBI receives 
monthly statements of financial condition from each 
Norwegian commercia! bank and conducts periodic 
inspections of each commercial bank, and that NBI 
prescribes the accounting principles for 
commercial banks. Applicant states that it cannot 
engage directly or through subsidiaries in non- 
banking activities, and that it may not own real estate 
in an amount exceeding 4% of its total assets, nor 
equity securities exceeding 2% of its total assets. 
Applicant further states that a Norwegian 
commercial bank generally may not lend more than 
50% of its capital to any borrower, and that its single 
largest loan is approximately one-half this 
maximum. Applicant states that loans to related 
parties are closely regulated through 
collateralization requirements. Applicant 
represents that Norwegian governmental authorities 
appoint a majority of its Board of Representatives, its 
the highest governing authority, which among other 
things, elects its board of directors and is required to 
(i) establish a Control Committee to supervise the 
activities of the bank and its compliance with all 
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applicable statutes and regulations and (ii) appoint 
auditors who report to the Board of Representatives 
through the Control Committee. 


Applicant proposes to issue and sell in the United 
States unsecured prime quality commercia! paper 
notes (“Notes”), in bearer form and denominated in 
United States dollars, in order to provide an 
alternative source of supply of United States dollars 
which supplement United States dollars currently 
obtained by Applicant in the Eurodollar market. It is 
stated that under this proposal no Note will be ina 
denomination smaller than $100,000, and that the 
Notes will be issued and sold by Applicant to a 
commercial paper dealer in the United States which 
will reoffer the Notes as principal to investors in the 
United States. Applicant represents that it does not 
currently intend to sell the Notes in the United States 
in excess of an aggregage of $100 it any one 
time outstanding. 


Applicant states that it undertakes to ensure thatthe 
Notes will not be advertised nor otherwise offered for 
sale to the general public, but instead will be sold by 
a dealer to institutional investors and other entities 
and individuals who normally purchase commercial 
paper notes. Applicant also states that it undertakes 
to ensure that the dealer wil! provide each offeree of 
the Notes prior to purchase with a memorandum 
which briefly describes Applicant’s business and 
includes its most recent publicly available fiscal 
year-end balance sheet and income statement, 
which shall have been audited in such manner as is 
customarily done for Applicant by its auditors. 
Applicant represents that such memorandum will 
describe any material differences between 
accounting principles applied in the preparation of 
such financial statements and “generally accepted 
accounting principles” employed by United States 
banks. Applicant states that such memorandum will 
be at least as comprehensive as those customarily 
used by United States bank holding companies in 
offering commercial paper in the United States and 
will be updated promptly to reflect material changes 
in Applicant’s financial condition. 


Applicant represents that the terms of the Notes, 
including their maturity and minimum 
denomination, the amount outstanding at any given 
time, and their manner of offering to investors, will 
be such as to qualify them for the exemption from 
registration provided for certain short-term 
commercial paper by Section 3(a)(3) of the 
Securities Act of 1933 (“1933 Act’). Applicant states 
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further that the Notes will be prime quality, 
negotiable commercial paper of a type eligible for 
discount by Federal Reserve Banks and will arise out 
of, or the proceeds of which will be used for, current 
transactions. Applicant states that it will agree with 
its commercial paper dealer that the Notes will 
contain no provision for payment on demand, 
extension, renewal or automatic rollover either atthe 
option of Applicant or the holder. Applicant asserts 
that, as a consequence, it will not be required to 
register the Notes under the 1933 Act. 


Applicant represents, in addition, that it will not 
issue and sell the Notes until it has received an 
opinion of its United States legal counsel to the effect 
that, under the circumstances of the proposed 
offering, the Notes would be entitled to the 
exemption provided by Section 3(a)(3) of the 1933 
Act. Applicant states that it does not request 
Commission review or approval of United States 
counsel’s opinion letter regarding the availability of 
an exemption under Section 3(a)(3) of the 1933 Act. 
Applicant further represents that it is not subject to 
the reporting requirements of the Securities 
Exchange Act of 1934 and will not become subject to 
such requirements in connection with the issuance 
and sale of the Notes. 


Applicant also represents that the currently 
proposed issue of securities and all future issues of 
securities will have received prior to issuance one of 
the three highest investment grades from at least 


one nationally-recognized statistical rating 
organization and that its United States counsel will 
have certified that such rating has been received. 


Applicant asserts that the Notes will rank pari passu 
among themselves and equally with al! other of its 
unsecured indebtedness (including liabilities to 
depositors) and will rank prior to its equity securities. 


Applicant states that it will appoint a bank in the 
United States as its authorized agent to issue the 
Notes from time to time. Applicant also states that it 
will appoint either such bank, the Commission or 
some other party which normally acts in such 
capacity to accept any process which may be served 
in any action based on the Notes and instituted by 
the holder of any Note in any state or federal court. 
Applicant further states that it will expressly accept 
the jurisdiction of any state or federal court in the 
City and State of New York in respect of any such 
action, and that such appointment of an authorized 
agent to accept service of process and such consent 
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to jurisdiction will be irrevocable until all amounts 
due and to become due in respect of the Notes have 
been paid by Applicant. Applicant represents that it 
will also be subject to suit in any other court in the 
United States which would have jurisdiction 
because of the manner of the offering of the Notes or 
otherwise, but that its authorized agent will not have 
any responsibilities or duties to act for such holders 
as would a trustee. 


Applicant states that it may, from time to time, offer 
other securities, such as debt securities, bankers 
acceptances and letters of credit supporting 
commercial paper issued by other companies, but 
not including shares of its capital stock, for sale in 
the United States. Applicant represents that any 
such future offering of its securities in the United 
States will be done on the basis of disclosure 
documents at least as comprehensive in their 
description of Applicant, its business and its 
financial condition as those customarily used in 
United States offerings of such securities and 
undertakes to ensure that each offeree of such 
securities will be provided with such disclosure 
documents. Applicant further states that any such 
future offering will be made with due regard to the 
provisions of Rule 146 and the doctrine of 
“integration” referred to in Securities Act Release 
Nos. 4434, 4552 and 4708 and various “no action” 
letters made public by the Commission. Applicant 
states, in connection with any future offering in the 
United States of its securities, that it will appoint an 
agent to accept any process which may be served in 
any action based on any such security and instituted 
in any state or federal court by the holder of any such 
security. Applicant further represents that it will 
expressly accept the jurisdiction of any state or 
federal court in the City and State of New York in 
respect of any such action, and that such 
appointment of an agent to accept service of process 
and such consent to jurisdiction will be irrevocable 
so long as such securities remain outstanding and 
until all amounts due and to become due in respect 
of such securities have been paid. Applicant states 
that it will also be subject to suit in any other courtin 
the United States which would have jurisdiction 
because of the manner of the offering of such 
securities or otherwise. Applicant consents to having 
any order granting the relief requested under 
Section 6(c) of the Act expressly conditioned upon 
its compliance with its undertakings regarding 
disclosure documents. 


Section 3(a)(3) of the Act defines investment 


194/SEC DOCKET 


company to mean any issuer which is engaged or 
proposes to engage in the business of investing, 
reinvesting, owning, hoiding, or trading in securities, 
and owns or proposes to acquire investment 
securities having a value exceeding 40 per centum 
of the value of such issuer's total assets (exclusive of 
government securities and cash items) on an 
unconsolidated basis. 


Applicant requests an order pursuant to Section 6(c) 
of the Act exempting it from all provisions of the Act. 
Section 6(c) provides that the Commission, by order 
upon application, may exempt any person from the 
provisions of the Act if and to the extent that such 
exemption is necessary or appropriate in the public 
interest and consistent with the protection of 
investors and the purposes fairly intended by the 
policy and provisions of the Act. Applicant states that 
it is applyirs to the Commission because of 
uncertain’, whether or not foreign commercial 
banks would be defined as “investment companies” 
under the Act. 


Applicant contends that approval of its application is 
both necessary and appropriate in the public 
interest. According to Applicant, a foreign bank 
would be effectively precluded from selling 
securities in the United States if it were required to 
register as an investment company and comply with 
the provisions of the Act and such a result would be 
inherently inequitable and conflict with the objective 
of the International Banking Act of 1978, which, 
Applicant contends, was intended to place foreign 
banks on a basis of competitive equality in their 
transactions in the United States with United States 
banks, which are not required to register as 
investment companies. 


Applicant maintains that foreign banks have a 
particular need for access to the United States 
securities markets which goes beyond that for 
foreign issuers generally. It is stated that because of 
the development of the large Eurodollar market, 
major foreign banks which deal in that market need 
a source of dollars in the event of even a short 
disruption in the market. Applicant asserts that an 
exemption pursuant to Section 6(c) could make an 
important contribution to the stability of the 
international financial markets. Applicant further 
asserts that such an exemption would benefit United 
States investors, and that absent an exemption these 
investors would be unable to purchase securities 
issued by foreign banks. Those securities, according 
to Applicant, represent an increasingly important 
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segment of the short-term, prime quality securities 
available for purchase. 


Applicant asserts further that the exemption 
requested would be consistent with the protection of 
investors because there are already in place 
Norwegian governmental policies and regulatory 
structures which afford sufficient protection for 
investors. Applicant asserts that to subject it to the 
provisions of the Act would be to impose 
unnecessary regulation upon it, and thereby prevent 
it from engaging in normal commercial banking 
operations. Applicant states that in general the 
operations of commercial banks do not result in 
abuses the Act was intended to prevent, either 
because banking regulations prevent such abuses 
or because banking operations do not lend 
themselves to such abuses. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than October 31, 1980, at5:30 
p.m., submit to the Commission in writing, a request 
for a hearing on the application accompanied by a 
statement as to the nature of his interest, the reasons 
for such request and the issues, if any, of fact or law 
proposed to be controverted, or he may request that 
he be notified if the Commission shall order a 
hearing thereon. Any such communication should 
be addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request shall be served personally or by mail 
upon Applicant at the address stated above. Proof of 
such service (by affidavit or, in the case of an 
attorney-at-law, by certificate) shall be filed con- 
temporaneously with the request. As provided by 
Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application 
herein will be issued as of course following said date 
unless the Commission thereafter orders a hearing 
upon request or upon the Commission’s own motion. 
Persons who request a hearing, or advice as to 
whether a hearing is ordered, will receive any notices 
and orders issued in this matter, including the date 
of the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11396/October 10, 1980 


In the Matter of 


GENERAL AMERICAN INVESTORS COMPANY, INC. 
330 Madison Avenue 
New York, New York 10017 


(812-4399) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
EXEMPTING APPLICANT FROM THE PROVISIONS 
OF SECTION 12(d)(3) OF THE ACT 


On September 10, 1980 a notice was issued 
(Investment Company Act Release No. 11345) of an 
application, filed on December 4, 1978, and 
amended on July 17, 1979 and August 7, 1980, by 
General American Investors Company, Inc. 
(“Applicant”), a closed-end, diversified investment 
company registered under the Investment Company 
Act of 1940 (“Act”), for an order of the Commission, 
pursuant to Section 6(c) of the Act, exempting 
Applicant from the provisions of Section 12(d)(3) of 
the Act so that Applicant can organize a subsidiary 
(“Subsidiary”), which will register under the Invest- 
ment Advisers Act of 1940 and acquire ail of its out- 
standing capital stock. 


The notice gave interested persons an opportunity to 
request a hearing, and stated that an order disposing 
of the application would be issued unless a hearing 
should be ordered. No request for a hearing has 
been filed and the Commission has not ordered a 
hearing. 


The matter has been considered, and it is found that 
the granting of the requested order is appropriate in 
the public interest and consistent with the protection 
of investors and the purposes fairly intended by the 
policy and provisions of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act, 
that the application for exemption from the 
provisions of Section 12(d)(3) of the Act, to the 
extent requested, be, and hereby is, granted, 
effective forthwith; provided that, Applicant 
maintains its tax status as a regulated investment 
company within the meaning of Section 851 of the 
Internal Revenue Code of 1954, as amended; and 
provided further that Applicant complies with the 
following conditions: 
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1. Applicant's board of directors expressly 
recognizes its fiduciary responsibility to oversee on a 
continuing basis and approve (by at least a vote of a 
majority of the directors of Applicant who are not 
“interested persons” of Applicant as defined in the 
Act) at least annually the compensation of officers of 
Applicant and of the Subsidiary. 


2. Applicant’s board of directors will review at least 
annually the investment advisory business of 
Applicant and the Subsidiary in order to determine 
whether or not such business should be continued 
and whether or not the benefits derived by Applicant 
warrant the continuation of the investment advisory 
business and the ownership by Applicant of the 
Subsidiary and, if appropriate, approve (by at least a 
vote of a majority of the directors of Applicant who 
are not “interested persons” of Applicant as defined 
in the Act) at least annually such continuation. 


3. Applicant wiil, consistent with its normal 
shareholder communications practices, which 
include the preparation and mailing of annual, semi- 
annuai and quarterly reports, and proxy statements, 
advise its shareholders of the creation of the Sub- 
sidiary, the implementation through the Subsidiary 
of an expansion of its outside advisory services and 
an assessment of whatever risks, if any, are 
associated therewith promptly after the entry of this 
order. 


4. Applicant undertakes, without prejudice to the 
right of its board of directors to dispose to 
unaffiliated persons the equity interest of Applicant 
in the Subsidiary in its entirety, that it will at all times 
own beneficially and of record all of the issued and 
outstanding shares of capital stock of the Sub- 
sidiary and will cause the Subsidiary not to issue any 
authorized but unissued shares of its capital stock to 
any person other than Applicant., 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11397/October 15, 1980 


In the Matter of 


ALGEMENE BANK NEDERLAND NV. 
c/o Michael F. Orr, Esq. 

Milbank, Tweed, Hadley & McCloy 

1 Chase Manhattan Plaza 

New York, New York 10005 


(812-4717) 


NOTICE OF APPLICATION FOR AN ORDER 
PURSUANT TO SECTION 6(c) OF THE ACT 
EXEMPTING APPLICANT FROM ALL PROVISIONS OF 
THE ACT 


NOTICE IS HEREBY GIVEN that Algemene Bank 
Nederland N.V. (“Applicant”) filed an application on 
August 22, 1980, and an amendment thereto on 
October 3, 1980, for an order of the Commission pur- 
suant to Section 6(c) of the Investment Company Act 
of 1940 (“Act”) exempting Applicant from all the 
provisions of the Act. All interested persons are 
referred to the application on file with the 
Commission for a statement of the representations 
made therein, which are summarized below. 


Applicant states that it is a commercial bank 
organized under the law of The Netherlands by an 
instrument of incorporation on February 7, 1825, 
and that it is one of the largest commercial banks in 
the world and the largest in The Netherlands. 
Applicant's registered head office is at 32, 
Vijzelstraat, P.O. Box 669, Amsterdam, The 
Netherlands. As of the end of March, 1980, 
Applicant operated 712 branches in The 
Netherlands and had branches and affiliates in 42 
foreign countries. In the United States Applicant 
maintains bank branches in New York, Chicago, 
Pittsburgh and Los Angeles; banking agencies in 
San Francisco and Atlanta; a subsidiary, LaSalle 
National Bank, in Chicago; and a representative 
office in Houston. 


the application states that in addition to its primary 
business of receiving deposits and making loans, 
Applicant is engaged in providing a wide range of 
banking services, including assistance in foreign 


exchange transactions, Eurocurrency business, 
letters of credit, international payments, trade and 
investment information, stock exchange trading, 
individual portfolio management and management 
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of a number of investment funds, securities 
safekeeping and new issue business. As of 
December 31, 1979, Applicant’s total consolidated 
assets amounted to $45,529,553,000; deposits 
(savings accounts plus fixed-term deposits plus 
creditors) amounted to $40,157,253,000, and 
shareholders’ equity and subordinated loans 
amounted to $1,822,543,000. As of December 31, 
1979, approximately 70% of Applicant’s total 
consolidated assets related to business conducted 
in and from the Netherlands. On the same date it had 
outstanding 5,947,184 ordinary shares (of which a 
small percentage were registered) and 30 priority 
shares. 


Applicant represents that it is extensively regulated 
pursuant to Dutch banking laws which include 
supervision by the Minister of Finance of The 
Netherlands and by De Nederlandsche Bank N.V. 
(“Central Bank”), the central bank of The 
Netherlands. The application states that various 
aspects of Applicant’s business, including capital 
and reserves, solvency, liquidity, investments and 
loans are subject to regulation in The Netherlands. 
According to the Applicant, the Revised Act on the 
Supervision of the Credit System (“ASCS”) embodies 
the principal characteristics in respect of the 
supervision of Dutch credit institutions, viz. 
Monetary supervision, Prudential control and Struc- 
tural supervision. Applicant, as qualifying as a 
“universal bank” as defined by the ASCS, is subject 
to the fullest extent to the provisions of the ASCS. The 
Centrai Bank is charged with the implementation of 
these three aspects of banking supervision, 
although its responsibilities regarding structural 
policy are shared with the Minister of Finance. 
According to the application, the Central Bank 
regularly examines Dutch credit institutions and 
requires reports in a specified form on a monthly 
basis, as part of its regulatory and supervisory 
function. 


The application also states that Applicant’s 
branches and agencies in the United States are 
licensed by state banking authorities under the 
banking laws of the states in which such branches 
and agencies are located. Applicant’s branches and 
agencies are examined by such state banking 
authorities, and must observe the banking regula- 
tions of such states. In addition, Applicant’s subsidi- 
ary, LaSalle National Bank, is subject to all legal re- 
quirements, including supervision and examination 
by the Comptroller of the Currency, which are 
applicable to national banks. By reason of its 
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ownership of LaSalle, Applicant itself is registered 
with the Federal Reserve Board as a bank holding 
company, and Apfiicant is restricted under the 
Bank Holding Company Act from acquiring another 
bank outside of !Ilinois and is subject to restrictions 
on business and investments it may have in the 
United States outside the banking sector. 


Applicant proposes to issue and sell unsecured 
short-term promissory notes of the type generally 
referred to as commercial paper (“notes”) in the 
United States. The notes will be in bearer form, 
denominted in United States dollars, of prime 
quality and issued in minimum denominations of 
$100,000. They will be direct liabilities of Applicant 
and will rank pari passu among themselves and 
equally with all other unsecured unsubordinated 
indebtedness of Applicant, inciuding deposit 
liabilities and superior to the rights of shareholders. 
Applicant states that the notes will provide it with an 
alternative source of funding to meet its United 
States dollar requirements. The aggregate principal 
amount of notes to be outstanding at any one time is 
not expected to exceed $300 million. 


Applicant states that the terms of the notes and the 
use of the proceeds of the notes to finance current 
transactions will be such as to qualify them for the 
exemption from registration under the Securities Act 
of 1933 (“1933 Act”), as amended, provided by 
Section 3(a)(3) of the 1933 Act. Applicant will not 
issue and sell the notes until it has received an 
opinion of its legal counsel in the United States tothe 
effect that, under the circumstances of the proposed 
offering, the notes would be entitled to such 
exemption. Applicant does not request review or 
approval of such opinion letter and the Commission 
expresses no opinion as to the availability of any 
such exemption. Applicant further represents that 
the presently proposed issue of notes, and any future 
issue of such debt securities in the United States, 
shall have received prior to issuance one of three 
highest investment grade ratings from at least one of 
the nationally recognized United States statistical 
rating organizations, and that its American counsel 
shall have certified that such rating has been 
received. 


The notes will be issued and sold by Applicant 
through one or more commercial paper dealers in 
the United States to institutional investors and other 
entities and individuals who normally purchase 
commercial paper notes. However, the notes will not 
be advertised or otherwise offered for sale to the 


SEC DOCKET/197 





general public. Applicant undertakes to ensure that 
the dealer or dealers will provide each offeree of the 
notes, prior to any sale of notes to such offeree, with 
(i) a memorandum which describes the business of 
Applicant, (ii) the most recent publicly available 
fiscal year-end balance sheet and income statement 
of Applicant, which shall have been audited in such 
manner as is customarily done for Applicant by its 
auditors (to be included in (i)), and (iii) the most 
recent publicly available unaudited semi-annual 
financial statements of Applicant. Such 
memorandum will be updated periodically to reflect 
material changes in Applicant's business and 
financial status. The memorandum will be at least as 
comprehensive as those customarily used in 
offering commercial paper in the United States. 
Such memorandum will describe the material 
differences between the accounting principles 
applied by Applicant in the preparation of its 
financial statements and generally accepted 
accounting principles as employed by commercial 
banks in the United States. Applicant consents to 
any order granting the relief requested pursuant to 
Section 6(c) of the Act being expressly conditioned 
upon Applicant's compliance with all of its 
undertakings regarding disclosure documents. 


The application states that Applicant will appoint a 
bank in the United States as its authorized agent to 
issue the notes from time to time and will appoint 
such bank to accept any service of process in any 
action based on the notes and instituted in any State 
or Federal court by the holder of any note. Applicant 
will accept the jurisdiction of any State or Federal 
court in the City and State of New York in respect of 
any such action. Such appointment of an authorized 
agent to accept service of process and suchconsent 
to jurisdiction will be irrevocable until all amounts 
due and to become due with respect to the notes 
have been paid by Applicant. Applicant will also be 
subject to suit in any other court in the United States 
which would have jurisdiction because of the 
manner of the offering of the notes or otherwise. 
Applicant similarly represents that it will consent to 
jurisdiction and will appoint an agent for service of 
process in Suits arising from any other future offer of 
debt securities that it may make in the United States. 


Applicant states that in the future it might offer other 
debt securities for sale in the United States. Except 
for deposit taking or other ordinary commercial 
banking activities of Applicant’s bank branches, 
banking agencies and subsidiaries in the United 
States, any future offerings of Applicant’s securities 
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in the United States will be done on the basis of 
disclosure documents at least as comprehensive in 
their description of Applicant, its business and its 
financial statements, as the dealer’s memorandum 
referred to above. In no event will such disclosure 
documents be less comprehensive than is 
customary for United States offerings of similar debt 
securities. Applicant undertakes to ensure that such 
disclosure documents will be provided to each 
offeree who has indicated an interest in the 
securities then being offered by Applicant, prior to 
any sale of such securities to such offeree, except 
that in the case of an offering made pursuant to a 
registration statement under the 1933 Act, such 
disclosure documents will be provided to such 
persons and in such manner as may be required by 
such Act and the rules and regulations thereunder. 


Section 3(a)(3) of the Act defines investment 
company to mean “any issuer which is engaged or 
proposes to engage in the business of investing, 
reinvesting, owning, holding, or trading in securities, 
and owns or proposes to acquire investment 
securities having a value exceeding 40 percent of 
the value of such issuer's total assets (exclusive of 
Government securities and cash items) on an 
unconsolidated basis.” 


Section 6(c) of the Act provides, in pertinent part, 
that the Commission, by order upon application, 
may conditionally or unconditionally exempt any 
person, security, or transaction, or any class or 
classes of persons securities, or transactions from 
any provision or provisions of the Act or of any rule or 
regulation under the Act, if and to the extent that 
such exemption is necessary or appropriate in the 
public interest and consistent with the protection of 
investors and the purposes fairly intended by the 
policy and provisions of the Act. 


Applicant requests an order pursuant to Section 6(c) 
of the Act exempting it from all provisions of the Act 
because of uncertainty as to whether a foreign 
commercial bank such as Applicant would be 
considered an investment company as defined 
under the Act. Applicant states that absent an ex- 
emption a foreign bank would be denied ready access 
to the credit markets in the United States, a result 
said to be both inherently inequitable and in direct 
conflict with the objective of the International 
Banking Act of 1978. Applicant also states that an 
exemptive order here is both necessary and 
appropriate because it affords foreign banks access 
to a source of dollars which is necessary in view of 


Volume 21, No. 3, October 28, 1980 





their activities in the Eurodollar market and because 
it would benefit U.S. investors by making available to 
them additional opportunities for investment in 
short term, prime quality securities. Applicant 
asserts that its activities are extensively regulated by 
the Dutch banking authorities and that the 
limitations imposed by Dutch laws as to liquidity and 
solvency afford substantial protection to investors in 
debt securities. The application further claims that a 
commercial bank, such as itself, is substantially 
different from the typical investment company that 
Congress intended the Act to regulate, and that 
Applicant’s activities do not lend themselves to the 
abuses which the provisions of the Act were 
designed to prevent. Finally, Applicant states that 
granting its requested order will not give it any 
advantage over U.S. banks in the issuance of 
commercial paper. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than November 10, 1980, at 
5:30 p.m., submit to the Commission in writing, a 
request for a hearing on the application 
accompanied by a statement as to the nature of his 
interest, the reasons for such request and the issues, 
if any, of fact or law proposed to be controverted, or 
he may request that he be notified ifthe Commission 
shall order a hearing thereon. Any such 
communication should be addressed: Secretary, 
Securities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request shall be served 
personally or by mail upon Applicant at the address 
stated above. Proof of such service (by affidavit or, in 
the case of an attorney-at-law, by certificate) shall be 
filed contemporaneously with the request. As 
provided by Rule 0-5 of the rules and Regulations 
promulgated under the Act, an order disposing of the 
application herein will be issued as of course 
following said date unless the Commission 
thereafter orders a hearing upon request or upon the 
Commission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is ordered, 
will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





Volume 21, No. 3, October 28, 1980 


INVESTMENT COMPANY ACT OF 1940 
Release No. 11398/October 16, 1980 


In the Matter of 


MONTE J. WALLACE, 
NEIL W. WALLACE 


(812-4748) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 9(c) OF THE INVESTMENT COMPANY ACT 
OF 1940 AND ORDER OF TEMPORARY EXEMPTION 
PENDING DETERMINATION OF THE APPLICATION 


NOTICE IS HEREBY GIVEN that Monte J. Wallace 
and Neil W. Wallace (the “Wallaces”) have filed an 
application pursuant to Section 9(c) of the 
Investment Company Act of 1940, 15 U.S.C. §80a-1, 
et seq., as amended (the “Act”), for an order granting 
them a partial exemption from the provisions of 
Section 9(a) of the Act, and a temporary, partial 
exemption from Section 9(a) pending the 
Commission’s determination of the application for a 
permanent exemption. 


All interested persons are referred to the application 
on file “+4 the Commission for a statement of the 
representations therein, pertinent parts of which are 
summarized below. 


In January of 1978, the Wallaces and Continental 
Advisers (“CA”) were named, with others, as 
defendants in Civil Action No. 78-0066, brought by 
the Commission in the United States District Court 
for the District of Columbia (the “action”). The 
Commission’s Complaint alleged, inter alia, that 
between 1972 and 1975 the Wallaces, in the course 
of their association with Continental Mortgage 
Investors (“CMI”), a publicly held reali estate 
investment trust and CA, a partnership that served 
as CMI's investment adviser prior to October 29, 
1975, violated Section 10(b) of the Securities 
Exchange Act of 1934, 15 U.S.C. §78j(b), as 
amended, and Rule 10b-5, 17 C.F.R. §240.10b-5, 
thereunder, and other provisions of the securities 
laws. 


On October 16, 1980, without admitting or denying 
the allegations of the Complaint, CA and the 
Wallaces consented to the entry of an order 
enjoining them from engaging in acts and practices 
that constitute violations of Section 10(b) of the 
Securities Exchange Act of 1934, as amended and 
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Rule 10b-5 thereunder. The Wallaces further agreed 
to contribute part of a $2 million escrow fund that 
may be used to satisfy claims by certain present and 
past owners of CMI securities and the Trustee in 
Bankruptcy of CMI. Finally, the Wallaces undertook 
to support the establishment of an independent 
Audit Committee of the Board of any publicly held 
company of which they may become officers, 
directors, or substantial shareholders within five 
years from the Court's entry of the order. The agreed- 
upon order provides that the action shall be 
terminated against the Wallaces with prejudice and 
without costs. 


Section 9(a) of the Act, insofar as is pertinent here, 
disqualifies any person, or any company with which 
such person is affiliated, from acting in the capacity 
of employee, officer, director, member of any 
advisory board, investment adviser, or depositor for 
any registered investment company, or principal 
underwriter for any registered open-end company, 
registered unit investment trust, or registered face- 
amount certificate company, if such person is by 
reason of any misconduct enjoined by any court of 
competent jurisdiction from engaging in or 
continuing any conduct or practice in connection 
with the purchase or sale of any security. 


Section 9(c) of the Act provides that upon 
application the Commission shall grant an 
exemption from the provisions of Section 9(a), either 
unconditionally or on an appropriate temporary or 
other conditional basis, if it is established that the 
prohibitions of Section 9(a), as applied to the 
applicant, are unduly or disproportionately severe or 
that the conduct of such person has been such as 
not to make it against the public interest or 
protection of investors to grant the application. 


The Wallaces have submitted an application 
pursuant to Section 9(c) stating, inter alia, that: 


(1) Prior to March of 1976, Monte J. Wallace was the 
Chairman of the Board of Trustees, and Neil W. 
Wallace the Vice-President of the Board of Trustees, 
of CMI, and the Wallaces were the beneficial owners 
of a substantial interest in CA. The Wallaces also 
founded and served as directors of Continental 
Investment Corporation (“CIC”), which is publicly 
held. 


(2) Unqualified application of Section 9(a) of the Act 
would work an undue hardship upon the Wallaces. 
The Wallaces, various members of their families, 
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and family trusts collectively own approximately 
65.7% of the outstanding shares of CIC, which is 
currently in reorganization under Chapter X of the 
Bankruptcy Act. The Wallaces and their families 
have and may continue to have a significant stock 
interest in CIC, and therefore wish to be able to serve 
on its Board of Directors. Because one of CIC’s 
subsidiaries, Wadde!l & Reed, advises registered 
investment companies — specifically United Funds, 
Inc. (United Income Fund, United Accumulative 
Fund, United Bond Fund, United Science & Energy 
Fund), United Continental Fund, Inc., United 
Continental Income Fund, Inc., United Vanguard 
Fund, Inc., United Fiduciary Shares, Inc., United 
Municipal Bond fund, Inc., United High Income 
Fund, Inc., United Cash Management, Inc., United 
Cash Management Ii, Inc. — the Wallaces may be 
precluded from serving as directors of CIC if they are 
not granted partial relief from the disqualifications 
mandated by Section 9(a) of the Act. 


(3) Unqualified application of Section 9(a) of the Act 
would work an undue hardship upon the investing 
public. CIC may be deemed to be an affiliated of the 
Wallaces and/or CA. Its successful! reorganization 
and ultimate financial health depend in part upon 
income generated by Waddell & Reed. If the 
Wallaces and CA are not granted partial relief from 
Section 9(a) of the Act, Waddell & Reed may become 
ineligible to advise investment companies. The 
investment companies advised by Waddell & Reed 
and their shareholders have, throughout the 
companies’ existence, relied upon Waddell & Reed 
for both investment advice and distributioin. The 
prohibitions of Section 9(a) could thus operate 
severely to the detriment of the financial interests of 
CIC and its stockholders, and of the investment 
companies advised by Waddell & Reed and their 
stockholders, who were not involved in the events 
and transactions that gave rise to the action. 


(4) The Wallaces have never before applied for an 
exemption from the provisions of Section 9(a) of the 
Act. 


(5) The Wallaces have relied upon the Commission 
Staffs agreement to recommend a conditional 
exemption from the prohibitioins of Section 9(a) in 
entering into settlement of the action. 


(6) The Wallaces are applying for a limited 
exemption from the prohibitions of Section 9(a) 
pursuant to which they would be entitled to serve on 
the Board of Directors of CIC but, (a) not to serve on 
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the Board of Directors of Waddell & Reed or any of its 
affiliated investment companies, (b) not to 
participate, directly or indirectly in the management 
of Waddell & Reed or any of its affiliated investment 
companies, and (c) during the three-year period 
commencing with the entry of the injunction in the 
action, not to participate in any CIC Board decisions 
affecting membership on, or the composition of, the 
board of Directors of Waddell & Reed or any of its 
affiliated investment companies. 


The Commission has considered the matter and 
finds that: 


(1) The absolute and complete prohibitions of 
Section 9(a), to the extent they may be applicable, 
may be unduly or disproportionately severe as 
applied to the Wallaces and companies with which 
the Wallaces may be affiliated; and 


(2) In order to maintain the uninterrupted services 
provided by CIC and its affiliates to regulated 
investment companies and others, it is necessary 
and appropriate in the public interest, and 
consistent with the protection of investors and the 
purposes fairly intended by the policy and provisions 
of the Act, that a temporary order be issued 
forthwith. 


Accordingly, IT IS ORDERED THAT, pursuant to 
Section 9(c) of the Act, Monte J. and Neil W. Wallace, 
CA, CIC and CIC’s subsidiaries as of the date of this 
Order, be and hereby are granted a temporary, 
limited exemption from the prohibitions of Section 
9(a) of the Act, pending final determination by the 
Commission of the Wallaces’ application for an order 
granting them a partial exemption from such 
prohibitions, to allow Waddell & Reed to serve as 
investment adviser to the funds described on p. 2, 
Supra, and to enable the Wallaces to serve on the 
Board of Directors of CIC so long as the Wallaces (a) 
do not serve on the Board of Directors of Waddell & 
Reed or any of its affiliated investment companies, 
(b) do not participate, directly or indirectly, in the 
management of Waddell & Reed or any of its 
affiliated investment companies, and (c) during a 
three-year period commencing with the entry of the 
injunction in this action, do not participate in any CIC 
Board decisions affecting membership on, or 
composition of, the Board of Directors of Waddell & 
Reed or any of its affiliated investment companies; 
provided, however, that the Wallaces shall not be 
precluded from exercising their full rights as 
members of CIC’s Board of Directors, or otherwise, 
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with respect to the non-investment company 
activities, subsidiaries or affiliates of Waddell & 
Reed. 


NOTICE IS FURTHER GIVEN that any interested 
party may, not later than November 14, 1980, at 5:30 
p.m., submit to the Commission in writing a request 
for a hearing on the matter accompanied by a 
statement as to the nature of his interest, the reason 
for such request and the issues of fact or law 
proposed to be controverted, or he may request that 
he be notified if the Commission should order a 
hearing thereon. Any such communication should 
be addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request shall be served personally or by mail 
(air mail if the person being served is located more 
than 500 miles from the point of mailing) upon 
Arthur F. Mathews, Wilmer & Pickering, 1666 K 
Street, N.W., Washington, D.C. 20006. Proof of such 
service (by affidavit or, in the case of an attorney-at- 
law, by certificate) shall be filed contemporaneously 
with the request. At any time after said date, as 
provided in Rule 0-5 of the Rules and Regulations 
promulgated under the Act, an order disposing of the 
application herein may be issued by the 
Commission upon the basis of the information 
stated in said application, unless an order for 
hearing upon said application shall be issued upon 
request or upon the Commission’s own motion. 
Persons who request a hearing or advice as to 
whether a hearing is ordered will receive notice of 
further developments in this matter, including the 
date of the hearing (if ordered) and any 
postponements thereof. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11399/October 16, 1980 


In the Matter of 
SECURITY CASH FUND, INC. 
Security Benefit Life Building 


700 Harrison Street 
Topeka, Kansas 66636 
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(812-4704) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING EXEMPTION FROM THE PROVISIONS OF 
RULES 2a-4 AND 22c-1 UNDER THE ACT 


Security Cash Fund, Inc. (“Applicant”), registered 
under the Investment Company Act of 1940 (“Act”) 
as an open-end, diversified, management 
investment company, filed an application on July 22, 
1980, and an amendment thereto on September 4, 
1980, requesting an order of the Commission, 
pursuant to Section 6(c) of the Act, exempting 
Applicant from the provisions of Rules 2a-4 and 22c- 
1 under the Act to the extent necessary to permit 
Applicant to compute its net asset value per share, 
for purposes of effecting sales, redemptions and 
repurchases of its shares, to the nearest one cent on 
a share value of one dollar. Applicant represents that 
in all other respects its portfolio securities will be 
valued in accordance with the views of the 
Commission set forth in Investment Company Act 
Release No. 9786 (May 31, 1977). 


In a letter dated October 14, 1980, counse! for 
Applicant further explains a statement contained in 
the application by representing that Applicant’s 
policy is to declare daily dividends, each day 
Applicant is open for business, of all of its net 
income, increased or reduced by realized or 
unrealized capital gains or losses. Counsel further 
represented that Applicant intends to carry-out this 
policy by automatically crediting such dividends to 
its shareholders accounts. 


On September 19, 1980, a notice (Investment 
Company Act Release No. 11366) was issued of the 
filing of said application. The notice gave interested 
persons an opportunity to request a hearing, and 
stated that an order disposing of the application 
would be issued as of course unless a hearing should 
be ordered. No request for a hearing has been filed, 
and the Commission has not ordered a hearing. 


The matter has been considered, and it is found that 
the granting of the requested exemptions is 
appropriate in the public interest and consistent 
with the protection of investors and the purposes 
fairly intended by the policy and provisions of the 
Act. Accordingly, 


IT 1S ORDERED, pursuant to Section 6(c) of the Act, 
that the application for exemption from the 
provisions of Rules 2a-4 and 22c-1 under the Act, to 
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the extent requested, be, and hereby is, granted, 
effective forthwith, subject to the following 
conditions to which Applicant has consented. 


1. That Applicant’s Board of Directors, in supervising 
operations and delegating special responsibilities 
involving Applicant’s portfolio management to 
Applicant’s investment adviser, undertake — as a 
particular responsibility within their overall duty of 
care owed to Applicant’s shareholders’ to assure to 
the extent reasonably practicable, taking into 
account current market conditions affecting 
Applicant’s investment objective, that the price per 
share of Appiicant’s shares as computed for the 
purpose of distribution, redemption and 
repurchase, rounded to the nearest one cent, will not 
deviate from one dollar. 


2. That Applicant will maintain a dollar-weighted 
average portfolio maturity appropriate to its 
objective of maintaining a stable price per share, and 
that Applicant will not (i) purchase an instrument 
with aremaining maturity of greater than one year, or 
(ii) maintain a dollar-weighted average portfolio 
maturity in excess of 120 days. 


3. That Applicant’s purchases of portfolio 
instruments, including repurchase agreements, will 
be limited to those United States dollar denominated 
instruments described above which the Board 
determines present minimal credit risks, and which 
are of high quality as determined by any major rating 
service or, in the case of any instrument that is not 
rated, of comparable quality as determined by the 
Board. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11400/October 16, 1980 


In the Matter of 


PACIFIC FIDELITY LIFE INSURANCE COMPANY 
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FIDELITY VARIABLE ANNUITY ACCOUNT 
4333 Edgewood Road, N.E. 
Cedar Rapids, IA 52499 


AND 


FIDELITY DAILY INCOME TRUST 

FIDELITY CASH RESERVES 

FIDELITY CORPORATE BOND FUND, INC. 
FIDELITY AGGRESSIVE INCOME FUND 

FIDELITY THRIFT TRUST 

FIDELITY GOVERNMENT SECURITIES FUND, LTD. 
82 Devonshire Street 

Boston, MA 


(812-4551) 


ORDER PURSUANT TO SECTION 11 OF THE ACT 
APPROVING CERTAIN OFFERS OF EXCHANGE AND 
PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING EXEMPTIONS FROM THE PROVISIONS 
OF SECTIONS 26(a) AND 27(c)(2) 


Pacific Fidelity Life Insurance Company, its Fidelity 
Variable Annuity Account, a unit investment trust 
registered under the Investment Company Act of 
1940 (“Act”) and Fidelity Daily Income Trust, Fidelity 


Cash Reserves, Fidelity Corporate Bond Fund, Inc., 
Fidelity Aggressive Income Fund, Fidelity Thrift 
Trust and Fidelity Government Securities Fund, Ltd., 
(hereinafter collectively referred to as “Applicants”) 
each of which is a diversified open-end management 
investment company registered under the Act, filed 
an application on October 12, 1979, and 
amendments thereto on May 30, 1980 and July 23, 
1980, pursuant to Section 6(c) of the Act for an order 
exempting Applicants from the provisions of 
Sections 26(a) and 27(c)(2) and for approval of 
certain offers of exchange pursuant to Section 11 of 
the Act. 


On September 4, 1980, a notice was issued 
(Investment Company Act Release No. 11337) ofthe 
filing of the application. The notice gave interested 
persons an opportunity to request a hearing and 
stated that an order disposing of the application 
would be issued as of course unless a hearing should 
be ordered. No request for a hearing has been filed 
and the Commission has not ordered a hearing. 


The matter has been considered, and it is found that 


the granting of the requested order is appropriate in 
the public interest and consistent with the protection 
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of investors and the purposes fairly intended by the 
policy and provisions of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 11 of the Act, 
that the proposed exchange offers be, and hereby 
are, approved, effective forthwith. 


IT IS FURTHER ORDERED, pursuant to Section 6(c) 
of the Act, that the application for exemption from 
the provisions of Section 26(a) and Section 27(c)(2) 
be, and hereby is granted effective forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11401/October 16, 1980 


In the Matter of 


THE DECADE FUND — 1965, INC. 
c/o Walter S. Weiss, Esq. 
Greenberg & Glusker 

Suite 200 

1900 Avenue of the Stars 

Los Angeles, California 90067 


(811-1410) 


NOTICE OF PROPOSAL TO TERMINATE REGISTRA- 
TION PURSUANT TO SECTION 8(f) OF THE ACT 


NOTICE IS HEREBY GIVEN that the Commission 
proposes, pursuant to Section 8(f) of the Investment 
Company Act of 1940 (“Act”), to declare, by orderon 
its own motion, that The Decade Fund — 1965, Inc. 
(“Fund”), registered under the Act as an open-end, 
diversified, management investment company, has 
ceased to be an investment company as defined by 
the Act. 


The Fund registered under the Act on July 21, 1966. 
Information contained in the files inthe Commission 
indicates that the Fund’s registration statement 
under the Securities Act of 1933 (File No. 2-25334) 
did not become effective, and was ordered 
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abandoned by the Commission on August 9, 1973. 
Thus, the fund has never engaged in a public 
distribution of its securities. In addition, the Fund 
has not filed the annual and periodic reports 
required by Section 30 of the Act since its fiscal year 
ending December 31, 1967. Moreover, efforts by the 
staff of the Division to contact the Fund have been 
unsuccessful. Thus, it appears that the fund is not 
currently engaged in the business of an investment 
company. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than November 10, 1980, at 
5:30 p.m., submit to the Commission in writing a 
request for a hearing on the application 
accompanied by a statement as to the nature of his 
interest, the reason for such request, and the issues, 
if any, of fact or law proposed to be controverted, or 
he may request that he be notified if the Commission 
shall order a hearing thereon. Any such 
communication should be addressed: Secretary, 
Securities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request shall be served 
personally or by mail upon the Fund at the address 
stated above. Proof of such service (by affidavit or, in 
the case of an attorney-at-law, by certificate) shall be 
filed contemporaneously with the request. As 
provided by Rule 0-5 of the rules and Regulations 
promulgated under the Act, an order disposing of the 
application will be issued as of course following said 
date unless the Commission thereafter orders a 
hearing upon request or upon the Commission’s own 
motion. Persons who request a hearing, or advice as 
to whether a hearing is ordered, will receive any 
notices and orders issued in this matter, including 
the date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11402/October 16, 1980 


In the Matter of 


THE DECADE FUND — 1967, INC. 

c/o John Michael McCormick, Receiver 
707 Wilshire Boulevard, 39th Floor 

Los Angeles, California 90017 


(811-1445) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 8(f) OF THE ACT FOR AN ORDER 
DECLARING THAT APPLICANT HAS CEASED TO BE 
AN INVESTMENT COMPANY 


NOTICE IS HEREBY GIVEN that The Decade Fund — 
1967, Inc. (“Applicant”), a Delaware corporation 
which registered under the investment Company 
Act of 1940 (“Act”) as an open-end, diversified, 
management investment company, filed an 
application on September 29, 1980, for an order of 
the Commission, pursuant to Section 8(f) of the Act, 
declaring that Applicant has ceased to be an 
investment company as defined by the Act. All 
interested persons are referred to the application on 
file with the Commission for a statement of the 
representations contained therein, which are 
summarized below. 


A qualified receiver was duly appointed for the 
Applicant by an order of the United States District 
Court for the Central District of California dated April 
25, 1972. The application states that, pursuant toan 
order of the court filed on June 29, 1979, the receiver 
distributed to the holders of Plan/Certificate Shares 
of Applicant the approximate sum of $102,556.92 
representing the first and final liquidating dividend 
of the receivership estate. The application further 
states that as of the date of the application, the 
receiver holds worthless, unsaleable securities and 
the sum of approximately seven thousand dollars 
(subject to expenses in the amount of $5,000) 
representing the only asset of value of the 
receivership estate. According to the application, 
the receiver anticipates that this cash on hand will 
not exceed that required to administer the closing 
phases of the tiquidation of the receivership estate. 
Finally, it is represented that the Applicant does not 
intend to engage in any further business activities 
other than those necessary to wind up its affairs. 
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Section 8(f) of the Act provides, in pertinent part, 
that when the Commission, upon application, finds 
that a registered investment company has ceased to 
be an investment company, it shall so declare by 
order, and that, upon the effectiveness of such order, 
the registration of such company shall cease to bein 
effect. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than November 10, 1980, at 
5:30 p.m., submit to the Commission in writing a 
request for a hearing on the application 
accompanied by a statement as to the nature of his 
interest, the reason for such request, and the issues, 
if any, of fact or law proposed to be controverted, or 
he may request that he be notified if the Commission 
shall order a hearing thereon. Any such 
communication should be addressed: Secretary, 
Securities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request shall be served 
personally or by mail upon Applicant at the address 
stated above. Proof of such service (by affidavit or, in 
the case of an attorney-at-law, by certificate) shall be 
filed contemporaneously with the request. As 
provided by Rule 0-5 of the Rules and Regulations 
promulgated under the Act, an order disposing of the 
application will be issued as of course following said 
date unless the Commission thereafter orders a 
hearing upon request or upon the Commission’s own 
motion. Persons who request a hearing, or advice as 
to whether a hearing is ordered, will receive any 
notices and orders issued in this matter, including 
the date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT ADVISERS ACT OF 1940 





INVESTMENT ADVISERS ACT OF 1940 
Release No. 731/October 9, 1980 


SEE 


SECURITIES ACT OF 1933 
Release No. 6246/October 9, 1980 





INVESTMENT ADVISERS ACT OF 1940 
Release No. 732/October 10, 1980 


SEE 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 17217/October 10, 1980 





INVESTMENT ADVISERS ACT OF 1940 
Release No. 733/October 10, 1980 


SEE 


INVESTMENT COMPANY ACT OF 1940 
Release No. 11394/October 10, 1980 





INVESTMENT ADVISERS ACT OF 1940 
Release No. 734/October 9, 1980 


SEE 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 17218/October 9, 1980 
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LITIGATION 





Litigation Release No. 9199/October 9, 1980 


SECURITIES AND EXCHANGE COMMISSION v. 
UNITRON INTERNATIONAL SYSTEMS, INC., ET AL., 
Civil Action No. C 80-1696A (United States District 
Court for the Northern District of Georgia) 


Jule B. Greene, Administrator of the Atlanta Regional 
Office announced that on September 39, 1980, the 
Commission filed a Complaint in the United States 
District Court for the Northern District of Georgia, 
seeking to enjoin Unitron International Systems, Inc. 
(“Unitron”’), a Georgia corporation based in Atlanta; 
Nevin L. Wagner individually and d/b/a Nev Wagner 
and Associates, Ltd. of Atlanta, Georgia; and James 
Albert of Boston, Massachusetts, from further 
violations of Sections 5(a), 5(c) and 17(a) of the 
Securities Act of 1933 (“Securities Act’) and Section 
10(b) of the Securities Exchange Act of 1934 
(“Exchange Act”) and Rule 10b-5 thereunder. The 
Complaint alleges that from 1969 to the present, the 
defendarits sold unregistered shares of Unitron 
common stock and interests therein to investors and 
made untrue statements and omitted to state 
material facts concerning, among other things, the 
financial condition of the issuer, the marketability of 
the securities, and the future prospects for the sale 
of Unitron. 


Simultaneously with the filing of the Complaint, the 
defendants consented to the entry of a Final 
Judgment of Permanent Injunction and Other Relief, 
which Final Judgment was entered on October 7, 
1980, by United States District Judge Orinda D. 
Evans, permanently enjoining them from future 
violations of Sections 5(a), 5(c) and 17(a) of the 
Securities Act and Section 10(b) of the Exchange Act 
and Rule 10b-5 thereunder. Further, the Final 
Judgment orders the defendants to retain an 
independent auditor to make an accounting of all 
funds advanced by investors for the purchase of 
Unitron stock or interests therein and all funds or 
property received by the individual defendants from 
Unitron. The Final Judgment also orders the 
defendants to comply with their undertakings to 
correct the shareholders list of Unitron to accurately 
reflect the owners of Unitron stock and to inform 
Unitron’s shareholders of the facts surrounding the 
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action by the Commission. A further hearing will be 
set by the Court to consider whether further orders 
should be entered by the Court based upon the 
results of the accounting and examination of 
Unitron’s financial condition by the independent 
auditor. The defendants consented to the entry of 
the Final Judgment of Permanent Injunction and 
Other Relief without admitting or denying the 
allegations contained in the Commission’s 
Complaint. 





Litigation Release No. 9200/October 15, 1980 


S.E.C. v. STEPHEN SMITH, 80 CIV. 5840 (CSH) 
(S.D.N.Y.) 


The Securities and Exchange Commission 
announced today the filing of a complaint for 
injunction and other equitable relief against Stephen 
Smith of New York, New York, on October 14, 1980. 
The complaint, filed in the United States District 
Court for the Sourthern District of New York, alleges 
that Smith violated the beneficial ownership 
reporting requirements of the Williams Act, in 
connection with Smith’s acquisition of the common 
stock of Friendly Frost, Inc. (“Frost”). According to 
the complaint, Smith purchased 300,298 shares of 
Frost common stock in November 1977 and 
thereafter failed to disclose in reports on Schedule 
13D or amendments thereto, among other things, 
transactions which Smith effected in Frost common 
stock; contracts, arrangements, understandings or 
relationships Smith entered into with certain 
persons with respect to Frost common stock, 
including several individuals who purchased Frost 
common stock using funds borrowed or obtained 
from Smith; the source of funds Smith used to 
purchase Frost common stock; and plans or 
proposals by Smith to make material changes in the 
nature of Frost’s business. The complaint also 
charges that Smith failed to disclose that he has 
previously been the subject of three Commission 
enforcement proceedings, and has been enjoined 
from violating the provisions of Rule 10b-5 and 
barred from association with a broker or dealer, 
investment adviser or investment company. The 
Commission’s action seeks an injunction against 
Smith from future violations of the beneficial 
ownership requirements of the Williams Act, Section 
13(d) of the Securities Exchange Act of 1934, and 
Rules 12b-20, 13d-1 and 13d-2, and an order that 
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Smith correct his past reports of beneficial 
ownership of Frost common stock on Schedule 13D. 


Frost’s common stock is listed for trading on the 
American Stock Exchange. This matter was initially 
brought to the Commission’s attention by the 
American Stock Exchange whose market 
surveillance section assisted the Commission’s staff 
during the investigation. 





Litigation Release No. 9201/October 15, 1980 


SEC v. LIBERTY OIL CORPORATION, ET AL. (C.D. 
California) (C.A. No. CV-80-04398 RMT) 


Leonard H. Rossen, Administrator of the Los Angeles 
Regional Office of the Securities and Exchange 
Commission, announced that on October 2, 1980, 
the Commission filed a civil action in the United 
States District Court for the Central District of 
California, charging Liberty Oil Corporation and 
three associated persons with violations of the 
registration and anti-fraud provisions of the federal 
securities laws. Named as defendants in addition to 
Liberty Oil are Harold D. Goldstein, Michael Bradley 
Krivacek and Joseph DiGiovanni, all of Los Angeles, 
California. 


The complaint alleges that Goldstein and Krivacek 
devised a scheme to gain control of Liberty Oil and 
then merged it with Co Petro Marketing Group, Inc., a 
private company which they controlled. Goldstein 
and Krivacek then allegedly attempted to induce Co 
Petro contract holders to exchange their futures 
contracts for Liberty Oil stock. As part of their 
scheme to distribute this unregistered stock, the 
defendants allegedly made false and misleading 
statements which portrayed Liberty Oil as an 
established oil company when, in fact, it was a shell 
corporation without significant assets and with no 
operations. 


The complaint further charges that Liberty Oil, 
Goldstein, Krivacek and DiGiovanni implemented a 
scheme to sell limited partnership interests in oil 
and gas properties purportedly owned by Liberty Oil. 
The defendants, according tothe complaint, set up a 
boiler room and employed fraudulent statements in 


their efforts to sell 
partnership interests. 


the unregistered limited 


Volume 21, No. 3, October 28, 1980 


The Commission charges that this conduct 
constituted violations of Sections 5 and 17(a) of the 
Securities Act of 1933, Section 10(b) of the 
Securities Exchange Act of 1934, and Rule 10b-5 
thereunder. 


The Commission is seeking injunctive relief as well 
as appointment of a Receiver for Liberty Oil. The 
complaint asks that all expenses of the Receivership 
be borne by Goldstein and Krivacek. 


Goldstein is the subject of several prior injunctions 
and, on June 14, 1973 entered a plea of guilty to 
three counts of mail fraud. Both Goldstein and 
Krivacek were enjoined in May of 1980 from further 
violations of the Commodity Exchange Act. 





Litigation Release No. 9202/October 15, 198C 


SEC v. LIBERTY OIL CORPORATION, ET AL. (C.D. 
California) (C.A. No. CV-80-04398 RMT) 


The Los Angeles Regional Office announced that on 
October 9, 1980, a Final Judgment of Permanent 
Injunction was entered against Joseph DiGiovanni 
enjoining him from violations of Sections 5(c), 
17(a)(1) and 17(a)(3) of the Securities Act of 1933. 
DiGiovanni had been charged with the fraudulent 
offer of unregistered limited partnership interests of 
Liberty Oil Corporation Drilling Fund No. 5., Ltd. 
DiGiovanni, without admitting or denying the 
allegations, consented to issuance of the Permanent 
Injunction. 


For further information, see Litigation Release No. 
9201. 





Litigation Release No. 9203/October 15, 1980 


U.S. v. DANIEL R. GIBB AND WILLIAM H. MARTZ 
(USDC, N.D., Criminal No. C 280-38) 


James Britton, United States Attorney for North 
Dakota, and Robert H. Davenport, Administrator for 
the Denver Regional Office of the Securities and 
Exchange Commission, today announced that on 
September 9, 1980, a Federal Grand Jury at Fargo, 


SEC DOCKET/207 





North Dakota returned a nine count indictment 
against Daniel R. Gibb of Phoenix, Arizona, and 
Ogden, Utah, and William H. Martz of Colorado 
Springs, Colorado, charging them with violations of 
the anti-fraud provisions of the federal securities 
laws and violation of provisions of 18 U.S.C. 2314 
(interstate transportation of money and securities 
obtained by fraud) and 7 U.S.C. 136 j(a) (Federal 
Insecticide, Fungicide and Rodenticide Act). 


The indictment alleges that the violations occurred 
in connection with the offer and sale of the stock of 
Mother Lode Mines, Inc., a Utah corporation, and in 
the sale and transporting of certain insecticide 
products. 





Litigation Release No. 9204/October 16, 1980 


SECURITIES AND EXCHANGE COMMISSION v. 
CONTINENTAL ADVISERS, ET. AL., United States 
District Court for the District of Columbia, Civil 
Action No. 78-0066 


The Securities and Exchange Commission today 
announced the entry of a Final Judgment of 
Permanent Injunction and Order for Payment 
(“Judgment”) in the above-captioned case. The 
Judgment permanently enjoins Continental 
Advisers (“CA”), Monte J. Wallace, Neil W. Wallace, 
and Durand A. Holladay from violating the anti-fraud 
provisions (Section 10(b) and Rule 10b-5 thereunder) 
of the Securities Exchange Act of 1934 and orders 
the Wallaces and Holladay to pay two million dollars 
in proportion of their respective ownership interests 
in CA as of March 31, 1974. These proceedings will 
be held in escrow for the benefit of certain class 
action plaintiffs and beneficiaries of any actions 
brought by acourt appointed trustee. In addition, the 
Judgment orders each defendant to comply withthe 
provisions of the Consent and Undertaking 
(“Consent”) agreed to by each defendant. As part of 
the Wallace’s and Holladay’s respective consents 
each defendant agrees to use his best efforts during 
the next five years to ensure that any publicly held 
company with which he becomes affiliated 
maintains an audit committee with certain specified 
responsibilities. The defendant consented to the 
entry of the judgment without admitting or denying 
the allegations of the Complaint. 


Continental Mortgage Investors (“CMI”) is a real 
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estate investment trust (“REIT”) currently 
undergoing Chapter 10 reorganization in 
bankruptcy. However, in the early 1970's it was 
second largest REIT inthe country with loan commit- 
ments of approximately $1 billion. From the time of 
its creation in 1961 until 1976, CMI had no staff of its 
own. Rather, it relied upon CA for all management 
and administrative services, including loan portfolio 
management. 


The Commission’s complaint charged that, from as 
early as 1972 through 1974, CA and the individual 
defendants became aware of a serious deterioration 
in the condition of CMI’s loan portfolio. The 
complaint alleged that rather than recognize known 
losses, the defendants sought to conceal such losses 
through sham transactions including, in the most 
extreme cases, causing CMI to transfer to its 
borrowers at nominal consideration assets which 
CMI beneficially controlled so that the borrowers 
could collateralize their loans with CMI. 


During the 1972-74 period, the adviser received a 
fee calculated on the size rather than the profitability 
of the portfolio, and the Wallaces and Holladay, as 
owners of CA, received a substantial share of the fee 
as partnership profit. These fees form the basis of 
the $2 million payment. 


The entry of this Judgment concludes litigation 
initiated by the Commission in January, 1978. 
Judgments of permanent injunction were previously 
entered against certain other defendants. CMI was 
not sued by the Commission. 





Litigation Release No. 9205/October 16, 1980 


SECURITIES AND EXCHANGE COMMISSION v. IAN 
T. ALLISON, ET AL. (United States District Court for 
the District of Columbia, Civil Action No. 80-2465) 


The Commission today announced that the United 
States District Court for the District of Columbia 
entered Final Judgment against Olympic Gas & Oil, 
Inc. (“Olympic”) of Dallas, Texas, a defendant in an 
action previously instituted by the Commission 
against 23 defendants. Olympic consented to the 
entry of the Final Judgment without admitting or 
denying the allegations in the Complaint. The 
Commission alieged in the Complaint, filed on 
September 29, 1980, that Olympic violated the anti- 
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fraud, registration and periodic reporting provisions 
of the Securities Exchange Act of 1934. 


in the Final Judgment, the. Court permanently 
enjoined Olympic from violating the anti-fraud, 
registration and periodic reporting provisions of the 
Securities Exchange Act of 1934. The Court also 
ordered Olympic to appoint two additional directors 
satisfactory to the Commission who, as a regular 
committee of Olympic’s Board of Directors, are to 
review and authorize in advance information 
disseminated generally and filings of Olympic; 
examine and evaluate to determine whether 
Olympic should pursue claims or causes of action 
against any person, agreements with the estate of a 
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former President of the company and proposals for 
the acquisition of assets or securities of a company 
controlled by the current President of the company; 
report to the Court its conclusions and 
recommendations and take action recommended, 
unless otherwise ordered by the Court. The Court 
also restricted Olympic’s actions with respect to 
certain persons, ordered it to provide its 
shareholders with a summary of the allegations in 
the Complaint and terms of the Final Judgment and 
to use its best efforts to correct past filings with the 
Commission. 
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